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Federal Reserve Rediscount Rates 


By W. P. G. HARDING 


Governor Federal Reserve Bank of Boston and Former Governor of the Federal Reserve Board 


Crux of Controversy Is Whether Federal Reserve Board’s 
Power of Review Is Continuous and Whether by Its Approval 
of a Proposed Rate It Has Exhausted Power of Review and 


Has No Further Control. 


HE Aldrich Bill, which provided for 

a central bank with branches, con- 

tained a provision that the rates of 

discount fixed by the board of di- 
rectors of the central bank should be uni- 
form at all its branches. 

All of the drafts and revisions of the 
Federal Reserve Bill, on the contrary, dis- 
rarded the single central bank idea and 
provided for the establishment of a number 
)f autonomous regional banks, each bank 
functioning somewhat as a central bank in 
its own district. It appeared that no mat- 
ter how specific the law might be with 
respect to the functions and operations of 
these regional banks, each independent of 
the other, there would be danger of hetero- 
geneous and conflicting policies, and that 
in case there should be a crisis which would 
call for the concentration of the country’s 
banking power, there would be no assurance 
that the cooperation necessary could be se- 
cured. Accordingly the framers of the bill 
incorporated a section which provided for 
the creation of a supervisory and regu- 
latory body, designated as the Federal Re-* 
serve Board. The broad powers given to 
this body were carefully and_ specifically 
defined, and in addition to the specific powers 
granted it, the Federal Reserve Board was 
1uthorized and empowered to exercise gen- 
eral supervision over the Federal Reserve 
banks. 


The First Draft 


HE first draft of the bill as submitted by 
Chairman Glass of the House Committee 
on Banking and Currency contained a pro- 
vision that the Federal Reserve Board, or 
Commission, as the Board was called in that 
lraft, should “establish each week, or as 


much oftener as required, a rate of discount 
which shall be mandatory upon each Federal 
Reserve bank for each class of paper, pro- 
vided that said rate of discount need not be 
uniform for all reserve banks; and provided 
further that the Federal Reserve Commission 
shall graduate the rate of discount made 
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A Basis for Agreement Suggested. 


mandatory upon any Federal Reserve bank 
in proportion to the extent of the issues and 
deposit liabilities as compared with the re- 
serve funds of such bank.” 

A revised draft of the bill was pre- 
sented by Chairman Glass in May, 1913, 
which provided that the Federal Reserve 
Board, herein before established, shall be 
authorized and empowered “to establish 
each week, or as much oftener as required, 
a rate of discount which shall be mandatory 
upon each Federal Reserve Bank and for 
each class of paper, provided that said rate 
of discount need not be uniform for all 
Federal Reserve banks.” Early in June, 
1913, the Glass bill was put into print for 
the first time. This new draft contained 
the same provision with respect to discount 
rates as did the one immediately preceding 
it, except that there was added to the pro- 
viso that the rate of discount need not be 
uniform for all Federal Reserve banks, this 
language: “but shall be made with a view to 
accommodating the commerce of the coun- 
try and promoting a stable price level.” 


Exclusive Power Proposed 


N June 26, 1913, or about two months 

after the presentation of the original 
draft, Chairman Glass introduced in the 
House another revision of the bill, in which 
the provision giving the Federal Reserve 
Board the exclusive rate making power was 
eliminated. In this draft, it was provided that 
a Federal Reserve bank shall have power... 
“To establish each week, or as much oftener 
as required, subject to review and deter- 
mination of the Federal Reserve Board, a 
minimum rate of discount to be charged 
by such bank for each class of paper, which 
shall be made with a view to accommodat- 
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ing the commerce of the country and pro- 
moting a stable price level.” 

It would seem that a discussion of the 
bill, which had extended over a period of 
two months, led to the conclusion that 
to place the exclusive rate-making power 
in the hands of the Federal Reserve 
Board would be inconsistent with the 
regional principle which was the essence 
of the bill. On the other hand, there 
does not appear to have been developed any 
dominant sentiment in favor of giving this 
authority unreservedly to the individual Fed- 
eral Reserve banks. The bill as passed by 
the House on September 18, 1913, provided 
that a Federal Reserve bank shall have 
power ... “To establish each week, or as 
much oftener as required, subject to review 
and determination of the Federal Reserve 
Board, a rate of discount to be charged 
by such bank for each class of paper, which 
shall be fixed with a view of accommodating 
the commerce of the country.” The bill as 
adopted by the Senate on December 19, 1913, 
provided that a Federal Reserve bank shall 
have power ... “To establish from time to 
time, subject to review and determination 
of the Federal Reserve Board, rates of dis- 
count to be charged by a Federal Reserve 
bank for each class of paper, which shall 
be fixed with a view of accommodating 
commerce and business.” 


As It Became Law 


HE bills, as passed by the House and 
Senate, not being uniform, a conference 
was ordered by each body, and the bill as 
reported by the conferees, having been 
agreed to by both bodies, became law when 


it received the signature of the President 
on December 23, 1913. The provision re- 
specting discount rates was reported by the 
conferees in the exact language as appeared 
in the bill when it was originally passed 
by the Senate, and stands today without 
amendment. 

The bill submitted by Chairman Owen 
of the Senate Committee on Banking and 
Currency in May, 1913, made no specific 
reference to discount rates, but it pro- 
vided that “each reserve bank shall be 
organized and conducted under the over- 
sight and control of a board of directors, 
whose powers shall be the same as those con- 
ferred upon the board of directors of a 
national banking association under existing 
law, except as otherwise provided in this 
Act.” It seems logical, therefore, to infer 
that Senator Owen intended to have the dis- 
count rates fixed by the directors of the 
several Federal Reserve banks. 

At this point it may be appropriate to call 
attention to the fact that while the Federal 
Reserve Act empowers the Federal Reserve 
Board “to exercise general supervision over 
said Federal Reserve banks,” it also gives 
each Federal Reserve bank power “to exer- 
cise by its board of directors, or duly au- 
thorized officers or agents, all powers spe- 
cifically granted by the provisions of this 
Act, and such incidental powers as shall be 
necessary to carry on the business of bank- 
ing within the limitations prescribed by this 
Act.” It provides also, that “Every Federal 
Reserve bank shall be conducted under the 
supervision and control of a board of di- 
rectors. The board of directors shall per- 
form the duties usually appertaining to the 


office of directors of banking associations, 
and all such duties as are prescribed by 
law.” 


Establishment of First 
Rediscount Rate 


EDERAL Reserve banks began business 

on November 16, 1914. An important 
problem which had to be considered in ad- 
vance of their throwing open their doors, 
was the establishment of the discount rate. 
Dr. H. Parker Willis in his book, “The 
Federal Reserve System,’ says: 

“As will be remembered from a reading 
of the Federal Reserve Act and the dis- 
cussions connected with it, there was noth- 
ing that had caused so much controversy 
and doubt of a certain sort as had the ques- 
tion of the discount rate. Many had felt 
that in a district Reserve System a uniform 
discount rate control would not be possible, 
while others who did not go so far in their 
views, nevertheless were of the opinion that 
the powers to be exercised by the Federal 
Reserve Board were insufficient to insure 
practical harmony and uniformity in the man- 
agement of the discount rates throughout 
the entire System. These doubts and fears 
had undoubtedly been communicated to mem- 
bers of the Board. They themselves were 
obviously uncertain in their own minds both 
with respect to the working of the discount 
rate system and with respect to their own 
relation to it. Nevertheless it was neces- 
sary to get at least a tentative basis of dis- 
count rate management before the system 
went much further. It was not feasible to 
defer the matter because under the Federal 
Reserve Act no discount rate was enforced 
or legal until it had been approved by the 
Federal Reserve Board.” (The italics are 
mine; a discussion of this point will fol- 
low later.) 

The correspondence between members of 
the Federal Reserve Board and officials of 
the various Federal Reserve banks, devel- 
oped conflicting views. Quoting again from 
Dr. Willis—“The Board also found that in 
this first set of recommendations there was 
very extensive discrepancy, and while it 
had already begun to recognize the unde- 
sirability of a discount rate absolutely uni- 
form throughout the country, it easily saw 
that variations growing out of the recom- 
mendations of the several banks were too 
extreme. The Board, therefore, in passing 
upon the applications for discount rates, as 
was its legal duty, disapproved some and 
thus raised the question as to what should 
be the course of action to be pursued when 
a discount rate was not approved by the 
overseeing authority—a problem not spe- 
cifically dealt with in the Federal Reserve 
Act.” 

The Board in its Annual Report for the 
year 1914, comments on this matter as fol- 
lows: “The Board had been appealed to by 
the authorized representatives of the several 
Federal Reserve banks for some ten days 
prior to the official date set for the opening 
of the institutions, to make suggestions to 
them with regard to-their discount policy, 
for it was generally appreciated that the 
adoption of a fairly uniform and consistent 
policy to be pursued by all the banks would 
go far to insure the smooth working of the 
system. Under the provisions of paragraph 
(d) of Section 14 of the Federal Reserve 
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Act, the Federal Reserve Board is author. 
ized to review and determine the rates of 
discount to be charged by each Federal Re. 
serve bank. The act gives power to each 
bank: To establish from time to time, syb- 
ject to review and determination of the Fed- 
eral Reserve Board, rates of discount to be 
charged by the Federal Reserve bank for 
each class of paper, which shall be fixed 
with a view of accommodating commerce 
and business. In response to a telegraphic 
inquiry, each bank submitted its views with 
respect to the rate of discount thought to be 
advisable for its district. Upon tabulation 
and comparison of these results it was found 
that they did not vary greatly, the rates 
ranging from 5 to 7 per cent for ninety-day 
paper. A study of the existing state of af- 
fairs satisfied the Board that at the start 
and until the banks could get a firm foot- 
ing it should act with prudence and con- 
servatism, and it was consequently voted to 
fix the rates of discount at from 51% to 6% 
per cent. The rates thus initially estab- 
lished were subsequently lowered from 
time to time upon application by the re- 
spective banks, the lowest rate thus far ap- 
proved being 4% per cent for thirty-day 
paper.” 


The Interpretation Given to 
“Establish”? and ‘‘Review” 


HUS it will be seen that from the very 

beginning the words “establish” and “re- 
view” were given interpretations which do 
not appear to be justified by the definitions 
given in standard dictionaries. This con- 
struction of the meaning of paragraph (d) 
of Section 14 was what it would have been 
if that paragraph had read—“Each Federal 
Reserve bank shall have power to propose 
or nominate from time to time, subject to 
the decision of the Federal Reserve Board, 
rates of discount to be charged for each 
class of paper.” There was, however, a 
general acquiescence by the banks in this 
construction of the law, and up to this 
time, no bank has undertaken to establish 
a rate without first securing the approval 
of the Federal Reserve Board. 

When the rates have been approved by 
the Board, it has been the practice for them 
to be announced simultaneously by _ the 
Board at Washington and by the _ banks 
whose rates have been changed. The word- 
ing of these notices is, however, not uni- 
form; those sent out by the banks usually 
reading—“This bank has established a rate 
of per cent, etc.,” while the Board's 
announcement states—“The Board has to- 
day approved the application of the Fed- 
eral Reserve Bank of for a rate 
of per cent, etc.” 

When the change in the Chicago bank 
rate was made recently, the Board sent 
this telegram to all Federal Reserve banks— 
“A rate of 3% per cent has been established 
for Chicago on all classes of paper, etc.” 
This change in phraseology was noticed by 
some Federal Reserve bank officials before 
it was known how the change had _ been 
brought about. 

While approval by the Board has been gen- 
erally accepted as a prerequisite to the estab- 
lishment of a bank’s discount rate, it has 
been the view of many of the officers and 
directors of Federal Reserve banks that the 
Federal Reserve Board, having once given 
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its approval to a rate, had thereby exercised 
and exhausted its power of review and de- 
termination, and that the Board had noth- 
ing further to do with rate changes unless 
and until the directors of a reserve bank 
proposed a new rate. Although this view of 
the matter has never been formally accepted 
by the Board, nor held by a majority of 
its members, the question involved has 
never been anything but an academic one 
until the Board established a new rate for 
the Chicago bank without antecedent action 
by its «lirectors. 


Treasury Requirements a 
Factor 


URING the war period and until after 

the flotation of the Victory Loan in 
May, 1919, there was a feeling on the part 
of the Board and the banks generally that 
rates could no longer be established on 
strict economic principles, but had to be 
fixed with regard to the requirements of 
the ‘I'reasury. Early in September, 1919, 
the l’ederal Advisory Council, at its regu- 
lar meeting, was ready at its morning ses- 
sion to adopt a resolution recommending a 
substantial advance in rates, but after hear- 
ing in the afternoon an argument by the 
Undersecretary: of the Treasury in favor 
of deferring such action until after January 
1, 1920, the Council decided not to make 
the recommendation. 

In December, 1919, the Secretary of the 
Treasury wrote a letter to the Attorney 
General of the United States with which 
he enclosed a letter from the consulting 
counsel of the Board, Mr. M. C. Elliott, 
which gave the opinion that the Board’s 
right of review and determination was con- 
tinuous, and requested the Attorney General’s 
opinion on this subject. The opinion from 
the Attorney General’s office, signed by 
Solicitor-General King, upheld the views of 
Mr. Elliott, and while the Attorney Gen- 
eral’s opinion is not binding upon the courts, 
it is always regarded as a correct exposi- 
tion of the law as long as there are no 
court decisions to the contrary. The opin- 
ion of the Attorney General’s office was 
transmitted to the Board by the Secretary 
of the Treasury but no change in practice 
followed. 

While several of the banks appeared to be 
desirous of establishing higher rates in the 
autumn of 1919, the Federal Reserve Board, 
mainly out of deference to the views of the 
Treasury, was reluctant to consent. By mu- 
tual agreement between the Board and the 
banks, rates were advanced substantially 
early in the year 1920, and the rates then 
established ‘were never reduced until April, 
1921, when the Board approved the proposal 
of the Federal Reserve bank of Boston to 
reduce its rate from 7 per cent to 6 per 
cent. During the summer of 1921, the 
Board thought that it would be advisable 
to reduce rates still further, but the banks 
seemed to be unwilling to do so. At a con- 
ference with the Federal Reserve Agents 
and Governors of the Federal Reserve banks 
in the fall of 1921, an authorized statement 
was made in behalf of the Board express- 
ing the view that the time had come for a 
sharp reduction in rates, and within a short 
time after this conference, the banks took 
action and within a few weeks lower rates 
were in effect at all the banks. 
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Kansas City Leads in Estab- 
lishing New Rate 


ATE in July of the present year, the 
directors of the Federal Reserve Bank 
of Kansas City voted to establish a rate of 
314 per cent, which was promptly approved 
by the Federal Reserve Board. Within a 
few days the same rates were in effect at 
the banks of New York, Boston, St. Louis, 
Cleveland, Atlanta, Richmond and Dallas. 
On September 6, in view of the failure of 
the directors of the Federal Reserve Bank 
of Chicago to propose a similar rate, the 
Board by a majority vote of those present 
at the meeting, four to three, (which, how- 
ever, was not a majority of its entire mem- 
bership of -eight) voted to establish a 314 
per cent rate for the Federal Reserve Bank 
of Chicago. This rate went into effect on 
the following day. Obviously the four 
Board members, who constituted a major- 
ity at the meeting, felt confident of their 
legal authority in the matter, as otherwise 
they would not have voted as they did. 
This confidence was undoubtedly strength- 
ened by the opinion from the Attorney Gen- 
eral’s office to which reference has already 
been made, and it may be that some of the 
members who were in the minority enter- 
tained the same view as to their legal rights, 
but voted in the negative because they felt 
that, all the circumstances considered, a 
difference of one-half of one per cent in the 
discount rate was not a matter of sufficient 
importance to justify them in over-riding 
the wishes of the board of directors of the 
Chicago bank. The action which was taken 
has attracted attention throughout the coun- 
try and while it has been commended in 
some directions, it has been condemned in 
others. 

Up to this time, no supplementary opin- 
ion has come from the Attorney General’s 
office and it is not known whether an opin- 
ion has been requested by the Secretary 
of the Treasury. No board nor commission 
can obtain an opinion from the Attorney 
General, which is only given at the request 
of the President or of a member of the 
cabinet. While there have been some ex- 
ceptions to the rule, it is the general prac- 
tice of the Attorney General’s office not to 
give an opinion on a subject upon which 
an opinion has already been rendered even 
though that opinion was given under a 
previous administration. The question can 
not come into the courts unless there should 
be an actual conflict between the Board and 
one of the Federal Reserve banks. The rais- 
ing of the question in this way would be 
most unfortunate, but, happily, is improbable. 

It seems unlikely that there will be 
any legislation on this subject at the 
approaching session of Congress, which 
body would hardly be willing to go back 
to the original Glass bill and give the 
Federal Reserve Board the sole power in 
the matter of discount rates, nor is it 
likely that Congress would give that power, 
without some limitations, to the Federal 
Reserve banks. When we consider the diffi- 
culties which the Congressional leaders 
back in 1913 experienced in reaching an 
agreement on the subject of discount rates, 


the discussion which extended over a period - 


of many months, and the revisions which 
had to be made from time to time, it does 


not seem possible that any legislation clarify- 
ing the discount rate situation can be ob- 
tained at the approaching session of Con- 
gress. 


Does One Approval Exhaust 


Power? 


HE whole controversy grows out of 

the contention that the Federal Re- 
serve Board’s power of review is not con- 
tinuous, and that by its approval of a ten- 
tative rate proposed by a Federal Reserve 
bank, it has exhausted its power of review 
and determination and has no further con- 
trol, either in ordinary times or in emer- 
gency, unless and until a Federal Reserve 
bank itself nominates a change in rate. It 
has been suggested by some that in cases 
of emergency the Board might reasonably 
take the view that its power of review is 
continuous and by reason of the emergency, 
would be justified in forcing a change in 
rate. This, however, is more a matter of 
psychology than a question of law. 

In commenting upon the opinion given by 
the Attorney General’s office in December, 
1919, some directors of a Federal Reserve 
bank have suggested that the difference in 
circumstances between the year 1919 and the 
year 1927 might possibly make the basis 
for an opinion limiting to an emergency 
whatever rights the Federal Reserve Board 
may have to initiate rates. It does not ap- 
pear, however, that there is anything in the 
Act which can be construed as giving the 
Board any greater control of discount rates 
in times of emergency than it has at all 
times in paragraph (d) of Section 14; nor 
in fact is there anything in the Act which 
gives the Board in specific terms the right 
to initiate rates. 

The Act gives the Board extensive pow- 
ers, mainly of a regulatory character. These 
powers include the Board’s control over is- 
sues of Federal Reserve notes (which may 
be issued at the discretion of the Board) ; 
its authority to make rules and regulations 
governing open market operations ; to re- 
move officers and directors of Federal Re- 
serve banks (for cause); to approve their 
compensation, and to make regulations gov- 
erning practically all operations of the Fed- 
eral Reserve banks, the only limitation being 
that the regulations must be consistent with 
the terms of the Act. There ‘is little in the 
Act, however, which can be construed as 
giving the Board the power to initiate any 
operation of a Federal Reserve bank. It 
is true, for example, that by an affirmative 
vote of five members, the Board may compel 
one Federal Reserve bank to rediscount for 
another, and that in Section 3 the Board is 
authorized to permit or require a Federal 
Reserve bank to establish branches ; but even 
the authority which the Board can exercise 
in these cases is not an initial one, for it is 
clearly implied that the Board can exercise 
its power only after a bank has refused to 


‘do these things. 


‘Subject to Approval”? Not 
in Paragraph D 


— Federal Reserve System was oper- 
ated for many years without any open 
friction growing out of different points of 
view regarding the method of establishing 
discount rates, and it may be that the issue 
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in acute form will not be raised again for 
many years, if ever. It would be desirable, 
however, if possible to remove all danger 
of friction in the future, and this danger 
would be removed if the members of the 
Federal Reserve Board and the directors of 
the Federal Reserve banks could reach a 
common understanding as to the real mean- 
ing of paragraph (d) of Section 14 of the 
Federal Reserve Act. This reads as fol- 
lows: 

Every Federal Reserve bank shall have power (d) 
“To establish from time to time, subject to review 
and determination of the Federal Reserve Board, 
rates of discount to be charged by the Federal 
Reserve bank for each class of paper, which shall 


be fixed with a view of accommodating commerce 
and business.” 


Our country has so large an area, and 
conditions which are constantly changing 
vary so greatly in the different Federal Re- 
serve districts, that there seems to be no 
question that the officers and directors of a 
Federal Reserve bank are more closely in 
touch with the. business situation in their 
own district, than the members of a govern- 
mental board sitting in Washington can be. 
“Business” is a broad and inclusive term. 
In some districts the principal business is 
agriculture. The Federal Reserye Board 
which is essentially a supervisory, regula- 
tory and reviewing body is held respons- 
ible for the general policies of the Federal 
Reserve banks as a system, and it seems 
logical, therefore, that while the directors 
of Federal Reserve banks should initiate 
discount rates, the Federal Reserve Board 
should have some supervisory and general 
control over them. Had the Act provided 
that a Federal Reserve bank might initiate 
or even establish discount rates, subject to 
the approval of the Federal Reserve Board, 
it would seem that such approval would 
be the final exercise of the Board’s author- 
ity in the matter of the rate until a change 
had been initiated by a Federal Reserve 
bank, but the words “subject to approval” 
are not used in paragraph (d) of Section 
14 although they occur frequently in other 
parts of the Act. 

It may be of interest, therefore, to con- 
sider the definitions of the words “approval”, 
“establish” and “review.” These definitions 
are all from Webster’s International Dic- 
tionary: “Approval” means approbation; 
sanction. “Review,” to view or examine 
again; to go over or examine critically or 
deliberately; to re-examine judicially; to 
look back on; take a retrospective view of. 
The apposite definitions of the verb “es- 
tablish” are—to make stable or firm; to fix 
immovably or firmly; to set in place and 
make it stable there; to settle; confirm; to 
enact; ordain; to institute. The definitions 
of the noun “determination” which are at 
all applicable to the word as used in the 
paragraph above quoted, are—a conclusion; 
a judicial decision settling or ending a con- 
troversy. The noun “review” is defined as 
—a looking over or examination with a view 
to amendment or improvement; revision; 
a judicial re-examination as of the proceed- 
ings of a lower court by a higher; a second 
or repeated view; a re-examination. 

It will be seen that the verb “establish” 
is positive in its character,—there is noth- 
ing tentative nor conditional about it; nor is 
its significance greatly weakened by the 
words “subject to review.” The definition 


of the adjective “subject” when coupled 
with the preposition “to” is: being under 
the contingency of; dependent upon or ex- 
posed to (some contingent action). 

Time cards and schedules of railroads 
usually contain this statement: “Schedules 
herein are subject to change without notice.” 
The schedules nevertheless are in operation; 
and under a strict construction of the law, 
based upon the definitions given above, it 
does not seem that the fact that a rate es- 
tablished by a Federal Reserve bank is sub- 
ject to review and determination of the Fed- 
eral Reserve Board would warrant the 
Board in requiring that the rate so es- 
tablished be kept in abeyance until reviewed 
and determined by the Board. In fact, while 
we can readily see how the Board can ap- 
prove or disapprove a tentative proposition, 
it is rather difficult to see how the Board 
can review something that does not exist. 


Suggested Form of 
Agreement 


T is always desirable, wherever possible, 

to settle family disputes within the family 
and to avoid litigation. 

Since the recent episode, which has had 
such extended notice in the press, grew 
out of a difference of opinion as to the 
meaning of paragraph (d) of Section 14 
of the Federal Reserve Act, it would seem 
desirable for the Federal Reserve authori- 
ties—members of the Board and directors of 
Federal Reserve banks—to reach a common 
understanding. There may be a question 
as to whether the present procedure—a pro- 
posal by a Federal Reserve bank and ap- 
proval by the Federal Reserve Board—con- 
forms either to the spirit or the letter of 
the Federal Reserve Act, but sometimes the 
force of precedent is so great as to make 
valid an interpretation of the law which dif- 
fers from the literal reading of it. The 
banks are not required to propose a rate 
but are empowered to establish one. The 
Board is not directed to approve a rate, but 
is given the right of review and determina- 
tion with respect to a rate which has been 
established. Probably the Board may not be 
willing to concede to the banks the right 
to establish a rate without reference to the 
Board, and perhaps the directors of the 
banks may not be willing to agree that the 
Board has a continuing power of review, 
and that under its power of determination, it 
can establish a new rate against the wishes 
of the bank inasmuch as the Board had 
given its formal sanction or approval to the 
old rate. But is there no middle ground 
possible? Cannot there be an agreement 
as to a procedure which would be orderly 
and dignified and would be fair and just 
to all parties concerned—the Board, the 
banks and the public? 

It is suggested tentatively that this agree- 
ment might take the following form: First, 
the directors of a reserve bank vote to “es- 
tablish” a rate for reference to the Fed- 
eral Reserve Board. The Federal Reserve 
Board, unless it should be unwilling that 
the rate so established be tried out subject 
to review later on, should advise the bank 
that it would interpose no objection to the 
establishment of the rate. No approval hav- 
ing been given, it would seem that tHe Board’s 
power of review could not be questioned. 


Then, when the results of the new rate 
had been noted, in case the Board should 
feel that the rate should be taken under re. 
view, it would notify the Federal Reserve 
bank or banks concerned, naming a final date 
for the receipt of oral or written representa- 
tions regarding the rate. 

Following a review, should the Board, 
by a majority vote of its entire membership, 
reach the determination that the rate should 
be changed, it would not itself name a new 
rate, but would notify the bank or banks 
concerned that the existing rate would be 
abrogated as of—(naming a date a week or 
ten days ahead). This would give the di- 
rectors of the bank an opportunity either 
to re-establish the old rate which would, of 
course, be subject to another review, or to 
agree upon a new rate which would be sat- 
isfactory to the Board. 


“Can Hardly Be Exercising 
Power of Review”’ 


Federal Reserve banks, while pri- 
vately owned, have under their charters 
many special privileges which are not en- 
joyed by banks in general. The nature of 
their functions and operations is such as to 
make them in effect public institutions. Im- 
portant actions of public officials and bodies 
are always subject to review by some com- 
petent authority. In the matter of Federal 
Reserve discount rates, the Federal Reserve 
Board is given, in express terms, the power 
of review. 

If rates established by Federal Reserve 
banks are tested, and are reviewed in an 
orderly way by the Federal Reserve Board, 
there would be fewer complaints and criti- 
cisms regarding rates than might be the 
case if the Board takes concurrent action 
with Federal Reserve bank directors in es- 
tablishing the rates. The law, which is 
apparently supported by public sentiment, 
provides means of review. 

The Board can hardly be exercising its 
power of review when it becomes a party 
with the bank in the first instance in the 
establishment of a rate; and if, later on, it 
should initiate a new rate against the wishes 
of the directors of a bank, such action on its 
part is likely to be reviewed by the banking 
community and the public, and experience 
has shown that such reviews are not at all 
judicial in their character. In the accom- 
modation of commerce and _ business, the 
method of establishing rates is important 
only in so far as the method involves the 
adoption of an appropriate and well-balanced 


schedule of rates. 


Convention Calendar 


STATE 
ASSOCIATIONS 


Arizona 
Nebraska 
New Mexico 


PLACE 
Flagstaff 
Omaha 
Deming 


DATE 
Oct. 13-14 
Oct. 19-20 
Oct. 20-22 


OTHER 
ASSOCIATIONS 


American Bankers Asso- 
ciation Houston, Tex. 


DATE PLACE 


Oct. 24-29 
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The 53rd Annual Convention 


Exceptionally Interesting Programs Arranged for the Sessions 
at Houston of the American Bankers Association. Speakers of 
National Prominence to Deal with the Problems Confronting 
the Banker. Texas Plans a Memorable Greeting to Her Visitors. 


EW of the programs of the American 

Bankers Association’s annual conven- 

tions have exceeded in interest that 

which may be expected from the fifty- 
third annual convention, opening in Houston, 
Tex., on Oct. 24. The offering of the three 
sessions of the main convention and of the 
sessions of the Divisions is replete with in- 
terest and all designed with the objective 
of better banking and better understanding 
of the banking problems past and now con- 
fronting the fraternity. 

Held in a section of the country which 
has not heretofore been the rendezvous of 
a national gathering of bankers, the con- 
vention will cause an unusual outpouring of 
bankers from the South and the Southwest. 
For the same reasons, it is expected that 
there will be an unusual attendance from all 
parts of the country, for wherever the con- 
vention is held it offers educational oppor- 
tunities. In the meeting place for 1927 there 
are the usual educational opportunities, plus 
the attraction of the great Texas domain 
with its wealth of history, romance and 
wealth of commerce and industry. 

The first section of the general conven- 
tion will be called to order by President 
Melvin A. Traylor, president of the First 
Trust and Savings Bank of Chicago, on 
Tuesday, Oct. 25, at 10.30 a. m. in the 
City Auditorium, who will at that time also 
deliver his annual address to the Association. 
The principal speaker at this session will be 
the Hon. James Francis Burke of Pitts- 
burgh, who will speak on “A Few of the 
Fruits of Combined Capital.” Mr. Burke 
is a lawyer of outstanding prominence. He 
was formerly a member of the Banking and 
Currency Committee of Congress, and is 
attorney for the Pittsburgh Clearing House 
Association. By reason of his recognized 
abilities as a lawyer and his extensive ex- 
perience, it is expected that he will bring 
to the delegates a message of decided in- 
terest and of practical application. 


Silas H. Strawn a Speaker 


N Wednesday, Oct. 26, the second ses- 

sion of the general convention will be 
held and the principal speaker will be Sitas 
H. Strawn, president of the American Bar 
Association. Mr. Strawn, as his presidency 
of the Bar Association indicates, has won 
for himself «n unusual place in the legal 
fraternity, and in Chicago he has long been 
identified with important business enter- 
prises. He was counsel for the receivers 
of the C. & A. railways. He is chairman 
of the board of Montgomery Ward & Com- 
pany. His law firm is general counsel for 
the Union Stock Yards and Transit Com- 
pany. Mr. Strawn was the United States 
delegate to the special conference at Peking 


James Francis Burke, former member 
of Congress 


on Chinese customs and tariffs. He has 
also served as president of the Illinois Bar 
Association and of other important bodies. 

With such a background of experience 
and of ability as is indicated by the foregoing 
connections, an address of unusual value may 
be expected from him. His subject will be 
“Within the Law.” 

At the third and final session of the main 
convention, the principal speaker will be 
James Westfall Thompson, professor of His- 


Silas H. Strawn, president American 
Bar Association 


221 


tory and Philosophy, University of Chicago, 
whose subject will be “Early Banking and 
Big Business,” a presentation sure to com- 
mand the interest of the convention. 


Savings Bank Division 


HE first of the Divisions of the Asso- 

ciation to hold its meeting will be the 
Savings Bank Division, which will meet on 
Monday, Oct. 24, at 9.30 a. m. in the Ball 
Room of the Rice Hotel. It is to be observed 
here that all the sessions of the main con- 
vention are to be in the City Auditorium 
and those of the Divisions and Sections in 
the Rice Hotel. 

The Savings Bank. Division’s meeting will 
be in advance of the first session of the 
convention proper. The president of this 
Division, W. R. Morehouse of the Security 
Trust and Savings Bank, Los Angeles, Cal., 
will preside and deliver the president’s ad- 
dress. There are three other addresses 
scheduled for this session: “School Sav- 
ings,” by W. Espey Albig, Deputy Manager, 
American Bankers Association; “Gold Brick 
Financing,” by Harry W. Riehl, Manager, 
Better Business Bureau, St. Louis, Mo.; 
“Fundamentals in Savings Banking,” by 
Stephen I. Miller, Educational Director, 
American Institute of Banking, New York. 


State Bank Division 


RESIDENT G. E. BOWERMAN, 

president, Fremont County Bank, Sugar 
City, Idaho, will call the meeting of the 
State Bank Division to order at 2.30 p. m. 
on Monday, Oct. 24. There will be four 
speakers, the first, the Hon. Walter F. 
George, United States Senator from 
Georgia, who will discuss the “Relation of 
Government to Business.” _ 

Senator George will be followed by Dan 
V. Stephens, president of the Fremont State 
Bank, Fremont, Neb., who will speak on 
“Adjusting Banking to Changing Condi- 
tions.” 

O. Howard Wolfe, cashier, Philadelphia- 
Girard National Bank, Philadelphia, Pa., 
will speak on “Archaic Court Decisions 
Affecting Check Collections.” 

Hugh H. Saxon, vice-president, Conti- 
nental and Commercial Trust and Savings 
Bank, Chicago, will speak on “The Com- 
mercial Banker’s Responsibility for His In- 
vestment Account.” 


National Bank Division 


HE convention of the National Bank 
Division will open at 2.30 p. m. on 
Tuesday, Oct. 25, in the Ball Room of the 
Rice Hotel, and will be presided over by 
President C. W. Carey, president of the 
First National Bank of Wichita, Kan. H.C. 
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Hon. Walter F. George, U. S. Senator 
from Georgia 


Nicholson, vice-president of the Packers 
National Bank of Omaha, will speak on 
“Bank Investments,” and will be followed by 
Thornton Cooke, president of the Columbia 
National Bank of Kansas City, who will dis- 
cuss “Taxation—National Safeguards.” 
The final scheduled address in this Divi- 
sion will be by M. H. Cahill, president of 
the Utica National Bank and Trust Com- 
pany, Utica, N. Y., on “The Financial State- 
ment—Its Purpose and Character.” 


Clearing House Section 


N the evening of the same day there will 

be held the meeting of the Clearing 
House Section in the Ball Room of the Rice 
Hotel. 

It will be called to order by President John 
R. Downing of the Citizens Union National 
Bank of Louisville, Ky. The speakers will 
be the Hon. Carter Glass, United States 
Senator from Virginia, whose subject is 
“Some Federal Reserve Thoughts”; C. A. 
Chapman, president, First National Bank of 
Rochester, Minn., whose subject will be 
“The Clearinghouse: Preserver of American 
Independent Banks”; Fred W. Ellsworth, 
vice-president of the Hibernia Bank and 
Trust Company, New Orleans, La., on 
“How Cooperative Advertising Cuts Costs 
and Builds Business,” and the Hon. John 
S. Love, Superintendent of Banks, Jackson, 
Miss., on “Declining Income and Rising 
Banking Costs.” 


Trust Company Division 


HE Trust Company Division session 

will be presided over by Edward J. Fox, 
president of the Easton Trust Company, 
Easton, Pa. Among the speakers will be 
Edgar Lawrence Smith, president of the 
Investment Managers Company, New York, 
who will discuss “Investment Trusts”; 
L. H. Roseberry, vice-president of the 
Security Trust and Savings Bank of Los 
Angeles, who will discuss “Pooling Trust 
Investments.” There will be a discussion 
on “How the Insurance Underwriter De- 
sires to Cooperate.” 


State Secretaries Section 


HE State Secretaries Section will be 

presided over by Harry G. Smith, secre- 
tary of the Kentucky Bankers Association, 
Louisville, Ky., who is president of the 
Section. The Section’s program includes 
nine main subjects for discussion, each of 
which will be developed by a leader, after 
which there will be a general discussion. 

The subjects and the leaders are as fol- 
lows: 

“County Organizations,” M. A. Graet- 
tinger, secretary, Illinois Bankers Associa- 
tion; “How Can Banks Make More 
Money?” W. G. Coapman, secretary, Wis- 
consin Bankers Association; “Bank Taxa- 
tion,” F. P. Fellows, secretary, Minnesota 
Bankers Association; “Protective Work,” 
Frank Warner, secretary, Iowa Bankers As- 
sociation; “The Low Down on This Public 
Education Business,” C. F. Zimmerman, 
secretary, Pennsylvania Bankers Associa- 
tion; “Should There Be a Limit to the 
Variety of Associations’ Activities?” Haynes 
McFadden, secretary, Georgia Bankers As- 
sociation; “Financing the State Banking 
Association,” Henry S. Johnson, secretary, 
South Carolina Bankers Association; “The 
Young Banker Behind the Grills—What 
Can We Do for Him?” R. E. Wait, secre- 
tary, Arkansas Bankers Association; “Group 
Trip Excursions,” W. A. Philpott, Jr., sec- 
retary, Texas Bankers Association. 

Following these nine subjects there will 
be a general discussion. 

There will also be held during the week 
the meetings of numerous commissions and 
committees dealing with various and special 
activities of the Association not otherwise 
covered. These include such activities as 
those of the Economic Policy Commission, 
the Agricultural Commission, Commerce 
and Marine Commission, State Legislative 
Council, Federal Legislative Commission, 
the Foundation Trustees, Committee on 
Public Education, and various others. 

The new high level of prosperity has 
brought with it new problems for banks; 
the changes taking place in many lines of 
business present new and important ques- 
tions, and, of course, offer new opportuni- 
ties for service. Answers to the questions 
how best to solve the problems and how 
the opportunities may be improved may be 
sought at the convention with the certainty 
of finding them. 


Entertainment Features 


HE convention city and environs offer 

interesting opportunities for sight-seeing, 
and there has been prepared an entertain- 
ment program covering six days. 

On Sunday, Oct. 23, starting at 3 p. m., 
there will be an automobile tour of the city 
with automobiles leaving all the principal 
hotels. In the evening at the City Audi- 
torium there will be a concert by a mixed 
chorus from the Prairie View Normal 
School. 

On Monday there will be a reception from 
4 to 6 p. m. for ladies at the Lamar Hotel. 
At 5.45 p. m. in the Rice Hotel there will 
be a reception in honor of the President of 
the American Bankers Association. At 9 
p. m. in the City Auditorium there will be a 
special performance of the Ziegfeld Follies. 


October, 1927 


Roy A. Young of Minneapolis, who 
has just taken office as Governor of 
the Federal Reserve Board 


On Tuesday at 9.45 a. m. there will be 
an orchestral concert in the City Auditorium. 
From 4 to 6 p. m. there will be a lawn party 
for ladies at the residence of J. S. Cullinan. 
At 6.30 p. m. there will be a subscription 
dinner of the National Alumni Association, 
American Institute of Banking, in the Rice 
Hotel. 

On Wednesday, Oct. 26, at 9.45 a. m, 
there will be an orchestral concert in the 
City Auditorium. At 6.30 p. m. will be the 
incoming president’s dinner to the American 
Bankers Association, incoming state vice- 
presidents, the presidents and secretaries of 
State Bankers Associations and the Ameri- 
can Bankers Association staff. At 9.30 p. m. 
occurs the grand ball in the City Audi- 
torium. 

On Thursday, Oct. 27, at 9.45 a. m.,, in 
the City Auditorium, there will be a con- 
cert and at 2 p. m. there will be an excur- 
sion through Houston Ship Channel. At 8 
p. m. of the same day will be the subscrip- 
tion dinner of the Association of Reserve 
City Bankers at the Rice Hotel. 


Side Trips Arranged 


T midnight on this day special trains will 
leave for side trips. These trips, how- 
ever, have not been arranged as part of the 
entertainment program, but merely for the 
convenience of such delegates as may desire 
to visit sections and cities of Texas. A 
charge will be made to delegates for these 
trips. 

On Friday, Oct. 28, after the close of the 
convention, there will be a golf tournament 
at the Houston Country Club, starting at 
9 a. m. 

Houston is a center from which interest- 
ing excursions may be made to Galveston 
on the coast, Corpus Christi, and down into 
Old Mexico. 

Texas feels honored in having the privi- 
lege of entertaining the Association this 
year, and in its preliminary arrangements 
has done everything possible to make this 
convention outstanding in the list of the 
Association’s many annual gatherings. 
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“Get Back Into Line!” 
As the Chicago Rediscount Incident Appeared to Some Bankers 
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WORKING UNDER 
DISADVANTAGES 


a man has looked 
Gy W back over the years and 
AL realized that what he 
once thought to have 
—=! been a misfortune, a dis- 

advantage or a set of adverse circum- 
stances, was quite to the contrary. 

His fame 
or good 
fortune was 
ushered in 
through cir- 
cumstances 
that he did 
not recognize 
at the time as 
precursors of 
better days! aS 

The farm boy , i 
of a generation or 
two generations 
ago may have at 
odd times thought 
his lot hard and his 
burden heavy when 
he saw a more fortunate 
friend go over the hills for a 
long term of higher educa- 
tion, but now the wise men—even 
those in the universities—are telling 
the world that one of the greatest 
losses the youth of the land has sus- 
tained through our changed stand- 
ards of living, is the loss of those cir- 
cumstances which make it neces- 
sary for the average boy and girl 
to do the homely farm “chores”’. 


FAkM work developed both re- 


sponsibility and muscle. So the 
“disadvantage” of the farm boy—if 
he ever brooded over it—was his 
good fortune, because through this 
work he built character as no num- 


ber of movies and no amount of 
automobile mileage can build his 
son or his grandson. 

In New England, shopmates 
used to steal the rubber pad on 
which a worker stood at his ma- 
chine. Clearly that would have 
been a disadvantage to him if out 
of this annoyance there had not 

evolved the business of rubber 


A villager sunk a well be- 
side his home and 
grumbled over his 

Juck, for he. struck 
“salt water”, but 
he presently made 
enough out of his 
supposedly “salt” 
water to retire. 
Bunyan was im- 
prisoned, but in 
jail he wrote 
‘‘Pilgrim’s 
Progress”. 


E slow to 

make en- 

tries under the head of Disadvan- 

tages; they may be opportunities or 

even blessings. It is: better to seri- 

ously consider how they may be 
turned to profitable uses. 

Disadvantages may be like streams 
whose power may be utilized if we 
will but adjust ourselves to the good 
that is in them, and make them work 
for us. 

The trouble with a lot of us is that 
we do not want to construct our 
water wheel where the power is, or 
adjust it aright to get the benefit of 
the current. 

We look afar for opportunities. 


Blessings in disguise is no empty phrase; have another and a more friendly 
look at your “disadvantages;” possibly you can make them work for you! 


By JAMES E. CLARK 


October, 1927 
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The Changed Business Cycle 


By MELVIN A. TRAYLOR 


President, American Bankers Association; President, First Trust and Savings Bank, Chicago 


The Old Fatalistic Attitude to Expect Recurrences of Business 
Depressions at Certain Periods Has Passed Away. Business In- 
telligence, Efficiency, More Effective Facilities for Financial 
Cooperation Have Dispelled the Moods of Helpless Resignation. 


AST generations of business men 

have had a sort of fatalistic view 

that there was no escape for them 

from recurring business depressions. 
Frequent experiences in successions of good 
and bad years with intermediate periods of 
unsettled conditions of contracting or ex- 
panding business between had left the im- 
pression that such a course of events was 
inevitable, and in the nature of things as 
they ran in those days there seemed to be 
good grounds for their belief. Whether 
business depressions were attributable to 
natural causes, such as bad crop conditions, 
or to human conduct, such as speculation or 
over-trading in commercial lines or over- 
production in industrial lines, it seemed fair 
to assume that about every so often at long- 
er or shorter intervals, one or the other of 
these causes would become effective in bring- 
ing about business misfortune on a more or 
less widespread or acute scale. 

It is a notable fact that business men to- 
day have no such fatalistic view toward 
business. It has been seven years now since 
the last severe business crisis occurred in 
this country and four years since the last 
mild recession which did very little ‘harm 
and perhaps exerted a general salutary in- 
fluence on business conditions, both in re- 
spect to production, distribution and also 
finance. On the whole, therefore, America 
for several years now has enjoyed a rising 
scale of prosperity and particularly during 
the last three years has this country experi- 
enced the most firmly established period of 
economic well-being, bringing work to 
everybody with an industrious spirit and a 
higher standard of living to everyone will- 
ing to exert himself to earn it, that any com- 
parably great nation has ever seen. 

In view of the substantial improvements 
in business and financial methods apparent in 
this great period of prosperity we some- 
times hear the opinion expressed that funda- 
mental economic conditions had been so 
changed in this country as to render busi- 
ness panics no longer probable. This view 
is in extreme contrast to the helpless spirit 
of resignation manifest in former years 
when it was accepted that every little while 
the nation was doomed to business sackcloth 
and ashes and a period of economic penance. 


More Emphasis on the 
Prosperous Phases 


iy is more likely that a view somewhat be- 
tween these two extremes is nearer the 
truth—that neither is the nation preordained 
to pass through any regular or certain suc- 


cession of years of business troubles nor is 
it entirely free for all time from changing 
levels of business activity. It seems safer, 
therefore, to assume that the business cycle 
will always be with us, although it may be 
taken for granted that many conditions have 
come.-into play in this country which tend 
to make less severe the ups and downs in 
the course of- business and to place more 
emphasis on the prosperous as against the 
adverse phases. Certainly we cannot look 
forward to an unbroken continuation of 
business expansion at the rate we have en- 
joyed during the last two or three years, 
but at the same time we need not fear a 
recurrence of conditions that will plunge the 
nation into the depths of the more violent 
financial panics such as have occurred in 
times past. In other words, it would seem 
that the normal state of affairs in a busi- 
ness sense is change and not a stationary 
condition or an unbroken rise in prosperity, 
but rather a certain amount of variation 
through expanding or contracting activity. 
Probably the course of future events on the 
average will create a greater degree of social 
welfare in the country as a whole, but at 
times these favoring conditions will be less 
vigorous, perhaps, than they are at present, 
or in some periods they will be less equably 
distributed among all classes of the com- 
munity than they are at other times. 

There are grounds, however, for the be- 
lief or at least for hoping that there has 
been a change for the better in certain as- 
pects of the business cycle as it may be ex- 
pected to operate in the future in the United 
States. The business cycles of the past have 
been described as consisting of four phases: 
Prosperity, crisis, depression and revival. 
Conditions have come into being which war- 
rant a slight change in this description—con- 
ditions that will tend to soften the second 
or critical stage so that in the description 
of future cycles we might substitute the 
word “recession” for “crisis,” and the busi- 
ness cycle will then consist of the following 
four phases: Prosperity, recession, depres- 
sion and revival. Furthermore, we may go 
so far as to hope that the two phases com- 
prised in the words “recession” and “depres- 
sion” may be rendered less disastrous in the 
future than they have been at many times 
in the past. 

This view, of course, must give way to a 
certain extent before the unescapable possi- 
bility of violent natural disturbances or the 
development of widespread human business 
folly. For instance, as to natural disasters, 
a certain test was furnished by the Missis- 
sippi floods of the early part of the present 
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year. Certainly, such events as this cannot 
be wholly prevented, but it is true that much 
can be done, and doubtless will be done, 
through scientific flood control to reduce the 
danger or reduce the force of the blow of 
many occurrences of this nature. Further- 
more, doubtless the now solidly built eco- 
nomic structure of the country as a whole 
enabled the nation to withstand better the 
effects of this disaster, which under more 
vulnerable economic conditions might well 
have brought about more widespread depres- 
sion as compared with the limited economic 
suffering that actually ensued. 


Tend to Lengthen the 
Periods of Prosperity 


Ase as to business crises induced by 
human folly, it is my belief that more 
widely prevalent business intelligence and 
efficiency and more effective facilities for 
financial cooperation and control on a na- 
tion-wide basis tend to reduce the danger 
of speculative and other excesses bringing 
about a general state of unsound conditions. 
These factors have an important bearing on 
the question of a reduction in the frequency 
with which reactionary phases of the busi- 
ness cycle may be expected to visit the 
United States. They should tend to lengthen 
the periods of prosperity and shorten the 
periods of relative recession and depres- 
sion. Of course, even during the past there 
has been no regularity in the recurrences of 
business changes. The time element has ap- 
parently had nothing to do with bringing on 
changes in business activity, although some 
have attempted to demonstrate a certain 
periodic rhythm. 

The business cycle is not like a wheel on 
a fixed axle, revolving at a constant rate of 
speed so that every so often a marked point 
on the rim would be at the top and every so 
often it would be at the bottom. Rather, 
the cycle has been more like a wheel re- 
volving at a varying rate of speed on a mov- 
ing axle so that the time intervals and road 
conditions encountered between the recur- 
ring returns of the given point to the bottom 
or top of the revolution have differed very 
widely. To carry the figure further, it has 
been a multitude of varying causes influenc- 
ing the speed of the wheel and the move- 
ment of its axle that have determined at 
what time or under what conditions a period 
of depression developed. As a result, busi- 
ness cycles, measured from recession to re- 
cession, have run all the way from one year 
in length to nine years, and sometimes the 
nation was financially well prepared to with- 
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stand depression and sometimes it was not— 
and almost endless other variations in at- 
tendant circumstances were present. 

One leading economist authority on busi- 
ness cycles, taking into consideration all mild 
and violent recessions in America since 1790, 
counts thirty-two complete cycles, one of 
which was about one year long, four about 
two years, ten about three years, five about 
four years, six about five years, four about 
six years, one about seven years, none of 
eight years and one of nine years. This, he 
points out, gives an average length of not 
quite four years, the commonest length about 
three years, and two-thirds of the cases fall- 
ing within the limits of three to five years. 
But he does not argue from these figures 
that there is any “normal” length attributa- 
ble to a business cycle or that the average 
or the greatest frequency of certain dura- 
tions in these past experiences in any sense 
indicates an expectancy on which to base 
forecasts of future business depressions. 
The figures, rather, simply indicate the great 
variations that have occurred in the dura- 
tions of past cycles. Furthermore, other 
analyses based on different compilations of 
years deemed to have been reactionary busi- 
ness periods by others using diverse methods 
of judgment, give time measurements and 
averages greatly at variance, so we can drop 
out of consideration the question of mere 
lapse of years as a determining factor in 
changing business conditions. Therefore, 
there is no basis for fearing that any par- 
ticular year might be expected to be a period 
of depression simply because a_ certain 
amount of time had elapsed since the last 
depression. 


Old Economic Conditions 
Superseded by New 


OREOVER, many economic conditions 

that prevailed in past generations in 
the United States have been superseded by 
entirely new conditions. For instance, in 
former times agriculture occupied an en- 
tirely different relative position in the coun- 
try’s economic activities than it does today. 
Again, transportation was slow and uncer- 
tain and inter-communication of information 
between various sections of the country was 
difficult and did not exist on any great scale. 
Barter and cash were the chief methods of 
exchange. Industry was in small personal 
units. Today, :mdustrialization on a tre- 
mendous scale is the salient feature of Amer- 
ican economic activity. Transportation is 
regular and efficient and inter-communication 
of intelligence is virtually instantaneous and 
all pervasive. Credit is the means of ex- 
change in over 90 per cent of the nation’s 
business. Corporate organization has gath- 
ered the productive and distributive processes 
of the country together into huge enterprises 
and inter-related systems. 

It is obvious, therefore, that any time- 
characteristic, and indeed many other quali- 
ties, that we might have attached to the busi- 
ness cycle in earlier periods could not form 
the basis for argument or expectation as to 
what might be looked for under modern 
conditions. 

While no real importance seems to attach 
any longer to the study of past business 
cycles from the point of view of determining 
any probable absolute duration of periods 
between recessions, one important aspect of 


the time element has apparently been estab- 
lished by the recent studies of economists, 
and that is that the prosperous phases of 
business cycles, especially in recent’ years, 
have on the average been somewhat longer 
than the hard-time phases. As one economist 
puts it, business contraction is found to have 
been a briefer and more violent process than 
business expansion, and furthermore, in the 
last quarter of a century the favorable as- 
pects of the business cycle have inclined to 
grow longer and the unfavorable periods 
shorter as business methods have become 
more stabilized. 


Two Changes in the Cycle 


T is, therefore, reasonable to, suppose, or 

at least to hope, that with the develop- 
ment of greater economic maturity in the 
United States, two important changes have 
probably occurred in the business cycle. One 
is that the critical phases are tending today 
to be less violent than formerly. The second 
is that the prosperous phases are tending to 
grow longer and the unprosperous phases to 
grow shorter. While one need not express 
any prophecy as to the future, it is evident 
that practical business experience of recent 
years is fully in line with these theoretical 
considerations. 

During the past few years we have wit- 
nessed one of our longest and most satisfac- 
tory periods of business prosperity. Occa- 
sionally we hear the question asked as to 
how long it can last, and whether a recession 
is not overdue and bound soon to come. 
There is nothing in past experience to indi- 
cate that a recession is overdue from the 
point of view of time. Sooner or later we 
may experience a changed pace in business, 
but this will not necessarily imply coming 
stagnation or critical conditions. In fact, the 
present year is slightly recessive as compared 
with last year, and perhaps fortunately so. 
It reflects conservative manufacturing and 
financial policies on the part of many ele- 
ments in our business life, and indicates, 
possibly, a disinclination to develop a period 
of inflation and overtrading. 

It looks as though good horse sense were 
playing a large part in reducing the unfa- 
vorable element in the business cycle and in 
increasing the favorable element. Conditions 
in the United States today are particularly 
conducive to making the element of common 
sense effective as an economic factor. Our 
business men as a whole have greater op- 
portunities than ever before to become real 
experts in their lines. Whether they are in 
command of the instrumentalities of produc- 
tion, distribution or finance, the progress of 
research and education enables them more 
and more to become masters in their fields. 
The professional spirit is high in all phases 
of American business life, and it is to this 
spirit that American business gives the 
greatest rewards. 


Trustworthy Guides for 
Business 


io addition to this higher intellectual plane 
upon which American business is con- 
ducted there are available on a national scale 
ways and means to enable business as a 
whole to function along more efficient and 
sounder lines. For instance, to business men 
in key positions there is now available as 


never before trustworthy statistical iaterijal 
by which they can guide their production 
and distribution schedules with a view to 
greater coordination between supply and de- 
mand. 

Again, never before has our nationai trans- 
portation plant been so efficient. This ena- 
bles business to keep its working capital jn 
a more liquid condition because of the 
shorter periods in which it is tied up in ma- 
terials turning over through the various 
processes of production and distribution. It 
enables manufacturing schedules to be tied 
up closely with sales so that business can 
work more closely to its ultimate market, 
It does not have to take so long a chance 
in respect to inventories and contracts today 
against conditions that might develop in the 
future, and in case of a change of pace in 
business it can promptly accommodate its 
own transactions in accordance. 

Again, efficient mechanical mass produc- 
tion methods have enabled industry to absorb 
both falling prices and rising wages in lower 
manufacturing costs and thus aid in creat- 
ing the increased purchasing power in the 
hands of the general public which has put 
it in a position to take off vast present-day 
productions. 

Finally, in this period of excessively de- 
veloped credit economy, the Federal Reserve 
System has been an essential and effective 
mechanism for promoting the smooth op- 
erations and proper control of that credit 
economy. 

For these and many other reasons, al- 
though we still have the business cycle with 
us, there need not be in that expression the 
same connotation of recurrent disaster that 
it formerly seemed to hold. 

Rather, it implies a desirable rhythmic 
progress in business, bringing, in the long 
run, greater average social welfare to all 
our people because of the periods of rest 
and -adjustment it affords as required in 
preparation for moving forward again to 
ever greater achievements. 


American Bankers Asso- 
ciation Library 


HE American’ Bankers Association 

maintains at its headquarters a com- 
plete financial library. The service of the 
library is one of the privileges open to all 
banks belonging to the Association. 

Books cannot be loaned but statistics and 
information on virtually any financial or 
related subject, as gleaned from articles in 
banking magazines, pamphlets, treatises, 
books, clippings, proceedings and _ other 
sources, will be supplied on request. The 
library keeps up with the latest books on 
financial subjects and is prepared to recom- 
mend a list of books, covering any particu- 
lar angle of banking practice or activity. 

In the study of special problems, in the 
preparations of statements or addresses, the 
library is equipped to be of real aid and 
information will be sent on any designated 
subject. 


This is an opportune time to start Group 
Subscriptions, that officers, department heads 
and directors may begin with the Novem- 
ber issue, covering the proceedings of the 
convention. 


( 


America’s New Financial 
Phenomenon 


By GURDEN EDWARDS 


The Investment Trust, Formed to Offer Small Investors 
Facility to Participate in Security Market Activities on a 


Safer Basis Than They Could Alone. 


Four Main Types. Thus 


Far They Have Lived and Operated Only in a Favorable Market. 


TER several years of a long drawn 
out bull market that has carried the 
prices of many securities to record 
heights, there has suddenly become 

conspicuous a feverish activity in the organ- 
ization of investment trusts in the United 
States as a special facility for enabling 
small investors to participate in security 
market activities on a safer basis than they 
could do going it alone. 

The investment trust may be described 
as an investment pool, organized on a more 
extensive and formal basis than ordinarily 
characterizes the private investment groups 
sometimes formed among the clients of in- 
vestment and stock exchange houses. The 
basic idea is that in union of their security 
market venturings there is strength. The 
combined volume of many small individual 
sums into one large unit of buying power 
renders possible the purchase of a widely 
selected body of sectirities so that all parti- 
cipants enjoy equably the resulting benefits 
of diversified investment. Such a joint ef- 
fort, also, is of sufficient financial import- 
ance to command the services of expert 
trustee management in the selection of the 
investments and the handling of the enter- 
prise for the best interests of the participants. 


A New One Each Week 


P until the early part of the year there 
were about fifty publicly recorded or- 
ganizations of the general investment trust 
denomination operating in this country. Most 
of them were formed since 1921. In the 
last five or six months more than fifty more 
of these enterprises have been organized, 
thus increasing the six year list by over 100 
per cent in six months. More recently the 
pace has been particularly hot and scarcely a 
week has passed but what the metropolitan 
press has carried one or more conspicuous 
announcements of the launching of a new 
investment trust. It is estimated that there 
are now considerably over a hundred of 
these organizations all told, not including 
an indeterminate number of strictly private 
Projects, and that they have gained control, 
through selling their various security issues 
to the public, of investors’ funds to an 
amount in excess of $500,000,000. Their 
authorized capital is placed at above a bil- 
lion dollars and they are fast expanding 
their operations under this power through 
the issue of additional securities. 
In general there are four main types of 
these organizations from the legal struc- 


ture point of view. The aim of all of them 
is to obtain funds for joint investment. One 
type is the incorporated investment trust, 
obtaining its funds through the issue of de- 
bentures, bonds, preferred stock and com- 
mon stock of various descriptions and ad- 
ministered by a discretionary management 
under supervision of a board of directors. 
Secondly, there is the common law or Mass- 
achusetts type of trust managed by trustees 
or a fiscal agent and issuing participating 
certificates or shares in its portfolio, ana- 
logous to stocks, in addition to its evidences 
of debt. Thirdly, there is the common law 
type of trust managed by a stock company 
which participates in its earnings or obtains 
a fixed fee for management. 


The Trustee Share Type 


INALLY, there is the banker’s share or 

trustee share type of organization which, 
unlike the three first types, does not permit 
discretionary management of the investment 
portfolio but merely supervises the pur- 
chase of a specified and more or less fixed 
group of securities which are deposited with 
a corporate trustee and against which par- 
ticipating shares or certificates of beneficial 
interest in small denominations are sold to 
the general public. Ordinarily the original 
list of investments is unchangeable through- 
out the life of the trust except through tech- 
nical alterations in the capital structure of 
corporations whose securities are comprised 
in the underlying portfolio. Its success de- 
pends on the wisdom of the first selection, 
not on skillful subsequent trading. Its 
profits are expected to arise wholly from 
interest, dividends and capital appreciation. 
The other three types add trading profits 
to these. 

There are three chief ways in which the 
individual investor can place his money in 
investment trusts. One is through the pur- 
chase of their debentures, bonds, or other 
evidences of debt. The second is through 
the purchase of preferred shares which are 
ordinarily on a six per cent cumulative 
basis and are senior to common stock issues 
as to interest and principal, but are without 
voting power except under certain conting- 
encies of defaulted dividends. The third 
is through the purchase of the common 
share issues which have voting power and 
full participation in distributed and accrued 
profits. These three classes of investment 
trust securities are issued in numerous vari- 
ations to adapt them to special features of 


227 


corporate or common law organization, but 
these differences are matters of detail rather 
than of essential importance. In the opera- 
tion of investment trusts the capital funds 
obtained from the public through these three 
chief channels are used to set up portfolios 
of stocks or bonds which thus become under- 
lying assets to the investment trust’s own 
securities. 

Although the foregoing sketches in gen- 
eral terms the main common character- 
istics of investment trusts, the complete 
lack of standard methods and of agreement 
in theory among them as to the best way to 
carry out their aim renders impossible any 
detailed description of general application. 
It is safe to say that no two investment 
trusts operating in the United States today 
are entirely similar and this lack of stand- 
ard practice is one of the conspicuous fea- 
tures of the present stage of the movement. 
It is too young in this country as yet to 
have developed a normal form as has been 
the case in England. Many features of the 
American investment trusts are derived from 
British practice, but also many special, and 
experimental, features have been added in 
this country. 

The most important aspects of this varia- 
tion are the differences of opinion in respect 
to fundamental investment policies. The 
widest split on this point is that presented 
as between the discretionary management 
trust, which in the main follows the British 
model, and the fixed portfolio or bankers 
share organization sometimes called the 
American form. 


How the Two Operate 


7 first class operates on the theory that 
the investors’ interests are best served by 
giving the managers of the funds not only 
full power of selection in building up the 
initial list of investments but also of trading 
in and out as market conditions dictate their 
judgment in order to realize profits or avoid 
losses on securities purchased. The funds 
thus revolve through a continuous turnover 
of investment and reinvestment. Invest- 
ment trusts of this type range from com- 
plete freedom of action for their managers 
down to closely limited lines of action cir- 
cumscribing their discretion. 

The fixed share type,—rigidly fixed in 
some cases, but with some leeway under 
very special conditions in others,—withhold 
all discretion from their managements be- 

(Continued on page 282) 


The Convention 


ROGRESS is dependent upon the transmission and 

exchange of intelligence. A national convention 
offers distinctive and desirable opportunities for the 
exchange of experiences and opinions between practical 
men. It offers also the opportunity of opening up new 
avenues of commercial opportunity. To business in 
general, the American Bankers Association convention 
is one of the most important annual business confer- 
ences of the world; to all bankers it should be the most 
important annual business conference of the world. 

If it is true that there is no limit to the value of a 
good thought—a good idea—what estimate of value is 
to be placed upon an annual meeting to which thou- 
sands of practical bankers, representing every section 
of America, bring the banking experience of the cur- 
rent year, as well as the banking experience of many 
years? 

This year’s convention of the American Bankers 
Association to be held in Houston, Texas, Oct. 24-27, 
will, as ever, be a convention of opportunity for the 
progressive banker. 


The Chicago Rediscount Rate 


ATE in July, the Federal Reserve Bank of Kansas 
City lowered its official rediscount rate from 4 to 
31% per cent. The reason given was that the reduction 
“was intended to benefit agriculture and livestock by 
offering the full facilities of this bank to the Tenth Dis- 
trict as a means of making easier the supply of credit 
for the orderly movement of crops and livestock, and for 
general business.” That action was followed by suc- 
cessive reduction by ten other Federal Reserve banks, 
but not by the Federal Reserve Bank of Chicago until 
the Board at Washington exercised what one school 
of financiers considers to be its prerogative, and com- 
pelled a reduction in the Chicago rediscount rate. This 
brought about a uniform rate, effective in all sections 
of the United States. 

How that action was regarded in Chicago is revealed 
by the following excerpt from the Chicago Journal of 
Commerce of Sept. 8. 

“A new epoch in the affairs of the Federal Reserve System 
will date from Tuesday, Sept. 6, 1927. On that day the Fed- 
eral Reserve Board at Washington took the control of the 
Federal Reserve Bank of Chicago out of the hands of its 
directors, and announced a reduction in the discount rate with- 
out the consent of these directors. 

“The move was so bold and so unexpected that members 
of the local board are still a bit dazed by it. They are uncer- 
tain as to the advisability of making an open fight for inde- 
pendence, not because of any fear or respect they have for the 
Federal Reserve Board, but because they have a genuine con- 
cern for the future of the Federal Reserve System—a fear that 
if another scandal and another battle start, the system may 
become an issue in the next session of Congress and become 
so deeply embroiled in politics as to lose much of its useful- 
ness, if not to go the way of the first and second banks of 
the United States.” 


The discussion following the action of the Federal 
Reserve Board developed two schools of opinion, one of 


which insists that the wording of the Federal Res 
Act giving every Federal Reserve bank the power “ 
establish from time to time subject to review and de- 
termination of the Federal Reserve Board, rates of 
discount to be charged by the Federal Reserve lank 
for each class of paper,” clothed the Board with ample 
authority actually to fix the rediscount rates. 

The opinion of the other school is expressed by Sena- 
tor Carter Glass one of the authors of the Federal 
Reserve Act, in the New York Times as follows: 

“The Board has not, within the thirteen years of its exist- 
ence, exercised the implied power until now. It ventured to 
do so once, but itself became so convinced that such action 
might be regarded as a subversion of the jurisdictional spirit 
of the Federal Reserve Act that it abrogated the order and 
expunged all reference to it from its minutes. It then knew, 
as anyone familiar with the act must know, that the power 
implied was intended to be exercised, if at all, only to avert 
chaos. Had it been otherwise, the act would not have textually 
conferred on the Federal Reserve banks the definite power to 
establish rediscount rates subject to review and determination 
by the Board. The act would have, in plain terms, confined the 
power solely to the Board. 

“Furthermore, one has only to examine the proceedings of 
the conference held in Washington by the Federal Reserve 
Board in May, 1920, with the Federal Reserve Council and 
Class A directors to there see that Governor Harding, for the 
board, distinctly disavowed any purpose on the part of the 
board to initiate rates for the individual Reserve banks.” 


That the action taken was not in harmony with the 
theory of the Federal Reserve Act found ready support 
in the book “The Formative Period of the Federal 
Reserve System,” written two years ago by W. P. G. 
Harding, for six years Governor of the System. In 
the chapter on rediscount functions, Governor Harding 
pointed out that one of the early drafts of the Act 
considered by Congress contained a provision that the 
Board should fix the rates of rediscount to be charged 
by the respective reserve banks weekly, but that this 
was stricken out of the bill. Commenting on the sig- 
nificance of this, the book says: 


“It seems, therefore, to be the intent of Congress that the 
discount rates shall not be initiated by the Federal Reserve 
Board, but by the directors of the respective Federal Reserve 
banks. This is consistent with the theory of the Act, which 
does not create a central bank but a regional banking system, 
composed of twelve independent units. This theory is based 
upon the presumption that the directors of a Federal Reserve 
bank are more conversant with credit conditions and current 
rates for money in their respective districts than the Federal 
Reserve Board in Washington can be expected to be.” 

“While the Federal Reserve Board undoubtedly has power 
to direct any Federal Reserve bank which persists in maintain- 
ing a discount rate which is clearly not warranted by general 
conditions to change that rate,’ Mr. Harding wrote in 1925, 
“the Board so far has had no occasion to initiate a rate for 
any Federal Reserve bank.” 


The resignation of D. R. Crissinger, as Governor of 
the Federal Reserve Board on Sept. 15 and _ the 
prompt appointment of R. A. Young, Governor of the 
Federal Reserve Bank of Minneapolis as his successor, 
has had a quieting effect on the controversy, though 
Governor Crissinger announced that he was not retir- 
ing under fire but had contemplated retirement for a 
year. The Federal Reserve Board acted in the Chicago 
case by a vote of 4 to 3, Mr. Crissinger having, it is 
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reported, voted with the majority. Thus, though his 
retirement by no means puts the matter back on its old 
footing, the appointment, aside from the ability and 
acceptable personality of Mr. Young, is not impossible 
of interpretation as a Presidential gesture of concilia- 
tion. 

Whatever else the disagreement may be, it is to be 
regretted that controversial discussion should have 
broken out when men are seeking openings for political 
opportunities. 

It is especially unfortunate that it comes not long 
after unofficial newspaper statement from Washington, 
that the charter of the Federal Reserve Banks having 
been extended, there would follow a policy of concen- 
tration of more power in the Federal Reserve Board 
itself. That statement, as has been said, was unoffi- 
cial; moreover that statement was discountenanced at 
Washington, but the fact remains that it went out over 
the country to be forgotten by some and to be recalled 
by others in connection with the incident of the Chicago 
rediscount rate. That atmosphere of obedience and 
respect, which surrounds the Supreme Court of the 
United States in law, should extend also to the Federal 
Reserve System as a whole—to the Board and to the 
banks—in finance. The regrettable thing in the Sep- 
tember incident is that in any discussion precipitated 
in the next Congress, or even in the next election, 
political opportunists, on the fringe of banking, may 
inject into the case meanings and charges which those 
closest to the heart of things would be the first to reject. 


Resigns as Educational Director 


R. STEPHEN I. MILLER, since 1923 Educa- 

tional Director of the American Institute of Bank- 
ing, has resigned that office and accepted the executive 
managership of the National Association of Credit 
Men, with headquarters in New York City. 

The National Association of Credit Men is an old, 
well established organization, engaged in a work im- 
portant to business and having abundant opportuniity 
for the exercise of Dr. Miller’s abilities and energies. 

He leaves the A. I. B. regretfully for the work, deal- 
ing as it does with the ambitions and welfare of more 
students than any university in the world, has made 
an appeal to him above and beyond mere commercial 
returns. He leaves it, however, on a higher plane of 
efficiency and his impress will long remain with it. 

That Dr. Miller has been called to a more remunera- 
tive position, with an insistence to be denied only at 
great personal sacrifice, should be an inspiration to the 
thousands of institute men and women who in the four 
years that he has been engaged in this work have re- 
ceived uplift from his personality and scholastic benefit 
from the impulse and intelligent direction he gave to 
his duties. 


Are We to Lose Gold? 


ITH over half of the world’s gold supply in the 
United States and more coming each month, we 
have no cause for worry if some of it goes overseas to 
replenish the depleted stocks of European banks. The 
shadow of gold exports, however, has extended over 
the market for securities during the past month as the 
quotation for sterling exchange has risen day after day 
until it touched par coincident with a parity for German 
marks. 
This gold cannot always remain here. We have had 
it for years in great abundance. It has been an im- 


portant factor in our credit expansion and in the great 
advance in American securities. Europe is steadily 
recovering her economic poise and her industrial posi- 
tion. The enormous supplies of capital which she has 
received from the United States from the proceeds of 
dollar loans have helped her to her feet. 

It would not be surprising if we were on the eve 
of a return flow of gold to Europe and of an era of 
quickened competition between American and European 
industrialists for possession of the markets of the world. 
This will be one of the most important features of the 
financial situation in 1928, sharing in importance on 
business and security trends with the coming Presiden- 
tial campaign. 


The Modern Town Crier 


HERE are items going the rounds of the press to 

the effect that the last town crier in America, Wal- 
ter Smith of Provincetown, Cape Cod, Mass., has quit 
his job. “Provincetown, it should be explained,” says 
one writer, “has no newspaper. Money in Province- 
town is not over-abundant. It is a backward commu- 
nity and proud of it. It has commercialized on its 
quaintness and backwardness and the town crier was 
long a part of the props and stage setting.” 

But if the last town crier of the old school is gone 
the practice of “crying” the news and other things has 
not ceased. Instead of town criers we now have nation 
criers in the person of broadcasters, with a range and a 
repertoire strong enough to reach Alaska and varied 
enough to interest everyone in the family, even down to 
those who like bedtime stories. 

Thus it appears that broadcasting is not so very new, 
for they did it in New England in the Colonial days. 
Neither does the crier as an institution cease to exist. 
But he has been taken off the streets, put into a parlor 
called a “studio” and given the use of apparatus. Who- 
ever established the town crier as an institution had a 
good idea, but the world had a long wait before its 
full development in the person of the radio announcer. 


“Sure to Select What Belongs to It’’ 


E read in one of Emerson’s Essays the other day 

a paragraph which may be appropriately reprinted 
at this time because it states an experience common to 
everyone: 

“The regular course of studies, the years of academi- 
cal and professional education, have not yielded me bet- 
ter facts than some idle books under the bench at the 
Latin school. What we do not call education is more 
precious than that which we call so. We form no 
guess, at the time of receiving a thought, of its com- 
parative value. And education often wastes its effort 
in attempts to thwart and balk this natural magnetism 
which is sure to select what belongs to it.” 

The last seven words accurately describe the Ameri- 


‘can Institute of Banking and give a basic reason for its 


outstanding career of usefulness—‘is sure to select 
what belongs to it!” 

If the average man or woman working in a bank 
stands st'll when he can take unto himself knowledge 
which will largely increase his powers of usefulness 
with the study courses of the American Institute of 
Banking always within his reach, then he stands paral- 
lel. with the man with the rake who would not look up 
for a crown of glory! 

The A. I. B. courses give the student of banking, the 
active worker in banking, what he needs and nothing is 
selected which does not belong to it. 
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The Diary of a Country Banker 


The Introducing Uncle is Paying Off A Moral Obligation. 
How the President Knows the Safe is Locked. Widow Mary’s 
160-Acre Farm is Saved by a Brief Story Based on the 
Banker’s Suspicions. 


MAY 10 

ODAY blackeyed, blackhaired 

young fellow was released from the 
penitentiary where he had served 

one year for defrauding this bank. 
Something like a year and a half ago he 
arrived in town and was introduced to the 
cashier by a small customer of this bank, 
in whom we had confidence. The stranger 
was introduced as his nephew who desired 
to open an account with us. The young man 
claimed to be the representative of a mort- 
gage company and was collecting for them. 

Upon opening his account and making a 
deposit of three or four checks of small de- 
nominations, he purchased a travelers check 
of $50. The next day he came in with 
additional collections, made a deposit of 
checks through a different teller and pur- 
chased two-$50 travelers checks. The third 
day he came in and made additional de- 
posits of collections through a third teller 
and this time he purchased $300 worth of 
travelers checks. Then he disappeared. 

He had not been gone very long before 
the first day’s deposit, consisting of checks 
from a neighboring state, were returned 
as worthless—and that was the case with 
all of them. We immediately made inquiry 
of the uncle, who was astounded at the in- 
formation we had given him. 

Our New York correspondent on whom 
the travelers checks were drawn was noti- 
fied to inform us of their payment and 
all facts connected with the transaction. 
On the third or fourth day following the 
discovery of the ‘fraud, a wire from New 
York told us that the wife of the young man 
had cashed one of these $50 checks in a 
store in a neighboring city. The merchant 
had the good sense to require her to couple 
with her endorsement her street address and 
she had innocently, of course, done so not 
really understanding the heinousness of her 
husband’s performance. It was an easy 
matter then for us to call up the Chief of 
Police and ask him to locate the thief at 
the address given and arrest him. 

Within an hour he was in jail and the 
next morning his father arrived here to see 
what he could do for his son. I had a long 
visit with his father on Sunday morning at 
my residence and learned that the young 
man had been guilty of forgeries and over- 
drafts in his home city several times and 
had been in the toils of the law once or 
twice and each time was let off because of 
the influence of his father. The father, of 
course, was willing to pay the loss, that our 
bank had sustained, if the young man could 
be let off. 

I assured the father that his willingness 
to pay the loss was commendable, because 
the young man belonged to him and to a 
large degree he was responsible for his 
raising, but that we would fail to do our 


duty as good citizens if we did not permit 
the law to take its course; that, regardless 
of whatever the father did, we would not 
interfere with the court’s decision in the 
matter by refusing to prosecute or in any 
manner mitigate the offense. 

It was apparent that the young fellow 
had deliberately defrauded us and that, if 
he went on, he might some day add murder 
to his criminality when murder might be 
necessary in order to accomplish his purpose. 


The Introducer Paid 


HE uncle, who introduced the young 
man is a poor man struggling to make 
his place in society secure, but, neverthe- 
less, when he called on me at the bank and 
I told him that we had 
permitted the young 
man to make a deposit 


Like a blindfolded man 


in our bank and had given him the con- 
fidence of the bank officials, which would 
not have been the case had he not intro- 
duced him to us, we felt our client had a 
moral obligation to us. 

In other words, we had placed ourselves 
in a position to be defrauded through our 
absolute faith in our valued client. 

It is most gratifying to state that this 
client has paid part of the loss in small 
installments and expects to pay it all as a 
moral obligation he owed us for introduc- 
ing a crooked relative. It shows that there 
is a great deal of moral fiber in the average 
man when his honor and pride are touched. 

We are informed that it is almost impos- 
sible to secure conviction of a criminal 
where restitution has been made. 

MAY 11 

Five years ago today we adopted the 
system of having two tellers certify to the 
setting of the time clock on the safe. The 
certificate, that is signed and laid on my 
desk every night, reads as follows: 


“Date May 11 

“The time clock on the safe was set at 5.45 p.m. 
to open at 8.00 a.m. by the undersigned. 

“We, each of us, have personal knowledge that 
the time clock was set and that the money and 
bonds usually kept in the safe were all stored 
away by the tellers and the safe —. 

Signed John Doland 
James Rudolph 
Tellers.” 
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An Incident of Unpaid Ditch Taxes. 


On the left margin of this certificate the 
amount of cash carried over from each cage 
is shown and checked for that day. 

We were prompted to adopt this sys- 
tem of checking our safe _ because ‘of 
the robbery of a bank in a_neighbor- 
ing village. When that bank was opened 
one morning it was discovered that the back 
door of the bank had been pried open and 
that the manganese safe with a time clock 
was open and rifled of all of its money and 
bonds. The officer in charge of the bank 
testified that he had closed the safe and set 
the time clock. Of course the facts were, he 
had never closed the safe, and many people 
believed that he himself robbed the bank. 
He may have been falsely accused, yet thou- 
sands of bankers have awakened in the night 
with a doubt in their minds as to whether 
or not they had locked the safe and could 
not again go to sleep until they had made 
a trip to the bank to see whether or not 
the safe had actually been locked. 

This incident convinced us of the possi- 
bility of our leaving the safe unlocked and, 
during the night, a robber might chance to 
enter the bank and carry off all of our 
money and securities. In the morning the 
officer responsible confronted with the fact 
that the safe had been robbed would hon- 
estly swear, no doubt, he had locked the 
safe. But he never would be able to live 
down the suspicion that he intentionally left 
the safe unlocked that an accomplice might 
rob the bank for him. The present plan, 
precludes the probability of making this sort 
of a mistake but of course not the possi- 
bility. 


The Ethics of Defense 


MAY 12 

ORD has just reached us_ today 

of the robbery of the bank at Cedar 

Point, a few miles distant, and the killing of 
John Bright, the president. 

Two men walked into the bank at 10 
o'clock this morning, one confronting the 
cashier at the window with a gun and the 
other entering behind cages attacking the 
president, who, instead of surrendering, 
reached for a gun under the counter and 
fired at the robber. The next instant the 
president received a shot through the body 
that proved fatal. The robbers were fright- 
ened away without accomplishing their pur- 
pose. 

There are two sides to the argument as 
to whether or not the president pursued the 
proper course. 

There are a few, who contend that he 
attained a very high place in the last mo- 
ment of his life by defending his rights, as 
every man should, against the criminal few 
who are constantly exploiting the public. 
Certainly he prevented the robbing of his 
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bank and threw fear into the hearts of the 
men who pursue that occupation. 

On the other hand, are those who claim 
that the sacrifice was far our of proportion 
to the compensation gained for the public 
and for the bank. The money and bonds 
were insured. The bank had paid for the 
insurance, and, .if the president was going 
to use his body as a defense of those securi- 
ties, he need not have carried insurance at 
all, and so on, etc. 

In the meantime, lonely banks here and 
there are being robbed by these ruthless 
highwaymen, who have found it to be a 
profitable busines in view of the fact that 
so many bankers, do not feel like defending 
their property with their lives. They 
should not be compelled to do so. Society 
should protect them but up to the present 
moment it has not done so. 

There is one bank within a few miles of 
us that has been robbed several times. There 
have been at least a dozen banks in this 
section of the state robbed in the last ten 
years and several people have been injured 
and one has been killed. There should be 
a remedy. 

One day, when 
highwaymen were 
carrying on a ruth- 
less business 
through this sec- 
tion, the sheriff 
dropped into our 
bank and told us 
that a grape vine 
rumor the 
underworld had 
reached his office 
to the effect that 
our bank had been 
selected for a hold- 
up the next day. 

He placed one of 
his deputies with a 
gun in the direct- 
ors’ room, where 
he had a good 
view of the entire 


- banking room and 


lobby but, after a 
whole day’s vigil 
and the _ nerve- 
racking tension of 
all of the employ- 
ees in the bank, we 
were relieved to 
find that the rob- 
bers did not come. 
They never have 
come for the rea- 
son, we think, they 
would find it very difficult to corner the 
25 people employed in this institution, who 
are scattered around the banking room in 
such a way that it would be almost impos- 
sible to cover all with guns. Furthermore 
we have a complete burglar alarm system 
that is supposed to steer burglars around us. 


She Traded Her Farm 


MAY 13 

NOTHER crooked land deal! Will 
they never cease? Mary Brown 
slumped into my big guest’s chair this morn- 
ing preparatory to weeping with me over 
the death two years ago of her beloved hus- 
band, Bill Brown. She often comes in for 


the innocent” 


that purpose and I arranged for her com- 
fort knowing about what was to happen. 
But, after she had sprinkled up the bank 
furniture with her briny tears for a period, 
I happened to catch from her continuous 
flow of wet language the fact that she had 
made some kind of a deal with Jim Root, a 
real estate shyster, for some semi-arid land. 
I was astonished to hear this bit of informa- 
tion, which seemed fraught with great 


“Makes a business of fleecing 


danger for her, so I snapped out. 

“What on earth have you been doing with 
Jim Root?” 

She was all alert instantly. “Why, I 
haven't been doing anything,” she said, eye- 
ing me doubtfully. 

“Well,” I replied, “didn’t you say you had 
traded your farm for some semi-arid land?” 

“Oh! Why yes,” she began blubbering 
again, “but Bill always wanted me to do it.” 

“When did he want you to do it; who 
said he wanted you to do it?” 

“Jim Root told me he did.” 

“Oh,” I said, “so you are getting your 
advice from Jim Root these days, are you? 
What have you done: traded your 160 acres 
near town here for that worthless stuff of 
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his in blankety blank?” 

“Well, yes,” she said, “he told me that 
Bill always wanted to get some of that 
cheap land because every time it went up 
$10 an acre in price it would make a for- 
tune for him.” 

“Yes,” I snorted, “if it ever went up $10 
an acre in price! But when will it and 
when did it ever go up $10 an acre in 
price? Bill Brown never would have made 

such a trade.” 

In short, Mary 
Brown had come in 
contact with Jim Root 
from a _ nearby city, 
who makes a_ business 
of fleecing the inno- 
cent and he had induced 
her to trade her very 
valuable nest-egg, con- 
sisting of a quarter sec- 
tion of real farm land 
adjacent to the city, for 
several hundred acres 
of positively worthless 
land in a semi-arid re- 
gion—land that never 
could be irrigated or 
made of any value re- 
gardless of the effort 
that might be put upon 
it. Mary had been a 
widow just long enough 
for a rake like Jim 
Root to hoodwink her. 

As soon as I found 
out what she had done 
I asked her if Jim Root 
was in town. She 
thought he was as she 
had just signed up the 
contract. 

“Come in again in 
the morning, Mary, and 
I will see what we can 
do for you” I told her 
as she edged through 
the office door. 

When she left the 
bank I immediately 
rang for our outside 
man and sent him to 
hunt up Jim Root. In 
the course of a half 
hour he brought Jim 
into the bank and Jim 
looked a little sheepish 
because he must have 
found out in his deal- 
ings with Mary Brown 
that she was a custom- 
er of ours. 

“Have you Mary Brown’s contract for 
land in your pocket, Jim?” I asked him 
point-blank. 

“Yes,” he said reluctantly, “I have.” 

“T would like to see it.” 

He hesitatingly handed it over to me and 
I read the contract and saw that it was too 
true that Mary had been swindled out of a 
lifetime of savings. I had known Bill 
Brown through all of the years of his strug- 
gle to make a livelihood and knew all of the 
sacrifices he had made to accumulate the 
money that bought the land, knew how 
happy he was when he paid for it, and here 
this shyster was taking it from his widow, 
deliberately and premeditatedly, absolutely 
without compensation of any kind. Had he 
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robbed her of that much money at the point 
of a gun it would have been better because 
he would not have saddled upon her a lot 
of worthless land upon which she would 
have to pay taxes. 


A Long Shot at Jim 


A these facts all became clear to me | 
thought I would take a long shot at 
Jim Root on general principles. I knew he 
deserved to be in the penitentiary but I did 
not have the proof that would put him there, 
but I had a suspicion of his connnection with 
a certain piece of criminality that, if proved, 
would put him there, so I pretended to 
know things that I suspected were true. 

“Jim, you remind me of a fellow that used 
to live here. (Jim used to live in this 
town). He was in the automobile business, 
principally dealing in second-hand cars. (Jim 
was in that business at one time). He final- 
ly accumulated a lot of old cars, which he 
stored in an old barn down on 2nd 
street, that was as valueless as the cars. 

He insured this barn and its contents 

through a _ crooked 
insurance agent for 
$10,000. One night 
he burned the barn 
down and in _ the 
course of a few 
weeks he collected 
the insurance from 
the insurance com- 
pany and now he is 
engaged in the same 
kind of nefarious 
business in another 
city. He should be 
in the penitentiary. I 
have not decided as 
yet whether I will 
send for him and 
bring him back here 
for trial or not, but 
if I ever do bring 
him back, he will 
certainly be out of 
business for some 
time. That’s an in- 
teresting story, Jim. 
I thought you would 
be interested in it 
because there is so 
much in it that com- 
pares favorably 
with your present conduct here today.” 

Jim was mad clear through by this time 
and he began to fume and snort. He knew 
what I was talking about. 

“Oh,” I said, “never mind that, Jim, don’t 
make any fuss about it or I may conclude 
to carry out some plans I have in my mind 
right now instead of waiting and, in the 
meantime, I want your permission to tear 
up this contract.” 

“Tear up that contract?” he roared. 

“Certainly,” I said, “tear it up. What do 
you want with it? You are not going to 
foist that worthless desert land onto this 
woman !” 

He hesitated. I said: 

“Go on. Give me your permission. Be a 
man once in your life. Don’t always play 
the part of a shyster.” 

As he reluctantly got up from the desk to 
leave the room I ripped his contract into 
four different parts; tore it up into small 
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bits and threw it into the waste basket and 
as he went out of the door, I called him 
back because he had admitted by his act 
the crimes with which I had charged him, 
and said: 

“Jim, if I ever see you in this town again 
or ever hear of your trading or trafficking 
with any of the people of this community, 
I am going to carry out my intentions to 
teach you a lesson you will never forget.” 

With that he went out of the door and 
slammed it after him and went down the 
street mutter- 
ing to himself, 
and my guess 
is he will never 
come back to 
see Mary or 
anyone else in 
this town. 


“I knew how happy he was 
when he paid for it” 


When he was gone I sat back and mar- 
veled at the power of truth and righteous- 
ness. So armed, a man can overwhelm great 
enemies ! 

MAY 14 

This morning Mary Brown came back to 
the bank to hear what had been done about 
her contract with Jim Root. I told her that 
Jim Root had given me her contract and I 
had torn it up and that she was no longer 
obligated to make the deal with him. She 
was tremendously relieved and started to 
weep again over Bill’s death and the fact 
that she had nobody to protect her any more 
from scalawags like Jim Root. 

“Well,” I said, “Mary, if you will just 
watch yourself and quit fooling around with 
fellows of questionable character, like Jim 
Root, and quit trying to be a financier, when 
you are not really capable of it you will be 
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all right. 

“I knew you and Bill, of course, when yoy 
were first married and I know all about 
your lives and the struggles you have had 
but your husband never made a deal of any 
kind that wasn’t carefully considered !efore- 
hand and he always came in and talked over 
his plans with us before he took the final 
step. The result of it was that died 
leaving you a competency. But you rush 
pell mell into a trade with a crook and never 
consult anybody about it and it is only be- 

cause the fellow 
was a crook that I 
was able to save you 
from ruin. If you 
ever do a thing like 
that again I think | 
will just quit both- 
ering with you and 
let you go to the 
poorhouse at once 
and get it over 
with!” 

Poor Mary again 
sprinkled up the 
bank furniture with 
her briny tears but 
I think she won't be 
bit soon by another 
shyster. 


The High 


Pressure Men 


MAY 16 

OHN COLLINS, 

lawyer, walked 
in upon me_ today 
for the first time 
since that memor- 
able day in 1922. He 
seemed to have for- 
gotten the events on 
that occasion and 
showed a disposition 
to be very friendly. 
I am informed that 
he has “gotten relig- 
ion” since then. 

That other day 
was in the hectic 
times of deflation. 
Men _ everywhere 
were struggling to 
get themselves out 
of bad places. John’s 
client was a farmer 
who had turned land 
speculator. John and 
his client had struck up a trade with a client 
of our bank, and the first we knew of it was 
when they blew into our bank, about a half 
dozen strong, including a lawyer and three 
real estate agents—all high-pressure men— 
with a view of making a quick closing with 
our farmer client. 

The conduct of these men startled our 
cashier who was handling the papers. He 
knew something was wrong and wirelessed 
me to intercede. 

When I entered the room there was con- 
siderable uneasiness displayed immediately 
among the high-pressure salesmen, especial- 
ly when I innocently asked our client if he 
had examined the abstracts for the land 
for which he was trading. He assured me 
he had not “but these gentlemen have” (re- 

(Concluded on page 248) 
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ational Banks in the Trust Field 


By AUBREY B. CARTER 


Specialist in Trust Functions, Federal Reserve Board. 


Although National Banks Have Been Performing Trust Functions 


For Less Than Ten Years, They Now Hold $1,282,000,000 In In- 
dividual Trusts. Thirty Per Cent of National Banks Have Per- 
mits to Act In Fiduciary Capacities. Big Development Coming. 


HE passage of the Federal Reserve 
Act empowered national banks to 
broaden their financial services by 
acting in a fiduciary capacity. It was 
not until several years later that they active- 
ly entered the field of trust service, how- 
ever, because the right to engage as a cor- 
porate fiduciary was sharply questioned in 
a number of cases instituted in the various 
states, and it was not until 1917 that the 
Supreme Court of the United States handed 
down an opinion, upholding the constitution- 
ality of this section of the new banking law. 
This decision clearly placed within reach of 
the national banks exactly the same trust 
powers that could be exercised by trust com- 
panies in the several states. And in 1918 
this section was amended by Congress to 
facilitate its operation. From that time on 
the national banks have entered the trust 
field in increasing numbers. ~ 

At the present time approximately 30 per 
cent of all these institutions hold permits to 
do a trust business. 

How far the national banks have pene- 
trated the trust field is indicated by the fact 
that the assets of the individual trusts being 
administered by these banks ‘now amounts 
to more than a billion dollars, while cor- 
porate trusts amounting to more than two 
and a half billion dollars are being handled. 
The most impressive part of their progress 
is that the growth has been recorded largely 
during the past few years. The number of 


national banks obtaining the right to exer- 
cise trust powers is increasing at a rate of 
more than two hundred banks a year. 


Helped by McFadden Bill 


HE McFadden Bank Act conferred a 

boon on trust business in the national 
banking system. Prior to its passage, these 
banks labored under a handicap, as the char- 
ters of national banks were granted for a 
limited time and had to be renewed. While 
it was reasonable to anticipate that the char- 
ters would be extended, it was not positively 
assured, and this uncertainty held them back 
in securing trusts that ran for a long time. 
The McFadden Act gave national banks, 
among other things, indeterminate charters 
and assured the institutions that their char- 
ters would not expire before the trust func- 
tions undertaken were fulfilled. National 
banks now feel safe in assuming the duties 
of trustees as well as accepting other fidu- 
ciary obligations, no matter how long the 
period of service promises to be. This was 
a much needed change in the law and cleared 
the way for full trust service by the thou- 
sands of national banks. 

It is only within the past year or so that 
figures have been compiled, showing just 
how much progress—as measured in assets 
intrusted to them—has been made by the 
national banks. Periodically, the Federal 
Reserve Board has announced the granting 


of trust powers to the applying national 
banks and the approval by the Comptroller 
of the Currency from time to time of 
changes in bank titles to include the words 
“Trust Company” has emphasized the broad- 
ening of the banking services. The first 
consolidated figures of individual trusts be- 
ing administered by national banks was 
made last year. These revealed that 1104 
banks at the end of June, 1926, had assets 
of individual trusts amounting to $922,328,- 
677. Before the close of the year, the 
billion dollar mark had been passed, and on 
June 30, 1927, the assets of individual trusts 
being administered by 1308 national banks 
had grown to $1,282,138,567. More than 
26,000 individual trusts were being admin- 
istered by national banks during the past 
year. 

The number of national banks that handle 
corporate trusts is much smaller than those 
that act in a fiduciary capacity for individ- 
uals. At the beginning of 1927 there were 
448 acting as corporate trustees. Collateral 
trust bonds, aggregating $1,002,615,495, and 
$1,460,937,821 in other note and bond issues 
were outstanding where national banks were 
acting as trustees. 


The Coming Expansion 


EARLY a third of all the national 
banks now hold permits to exercise 
fiduciary powers, but several hundred of 


The Trust Activities of National Banks in Twelve Reserve Districts 


(The figures appear in thousand dollars—,000 omitted) 


Total Boston 


Phila- Cleve- 
delphia land 


New 


York Richmond | Atlanta 


National banks holding permits to exer- 


Chicago 


Kansas 
City 


Minne- 


Sa 
St. Louis apolis Dallas Santee 


2,026 188 295 222 150 156 104 334 133 96 164 82 
2,178 204 313 249 156 173 123 350 141 99 173 85 


1,104 95 182 162 108 91 50 158 67 27 69 36 
1,308 117 212 189 119 102 69 196 74 32 87 40 


$922,328 | $105,336 | $245,679 $54,052 $82,643 $47,041 $43,176 | $93,469 $41,564 $13,568 | $92,767 $21,791 $81,236 
. June, 1927... 1, 282, 138 172,490 | 334,024 72,124 104,510 66,881 55,298 120,388 28,513 17,062 126,811 30,345 153,688 
Handling corporate trusts, beginning of ‘ 


1927 448 32 77 54 52 28 27 65 15 30 

Collateral trust bonds outstanding where 
banks were acting as trustees, begin- 

Other bond and note issues outstanding 
where banks were acting as trustees, 
beginning of 1927 

National banks holding permits to exer- 
cise fiduciary powers on June 30, 1927 
_ Which had not started to exercise them. . 

Number of national banks which adopted 
resolutions providing for the organiza- 
tion and operation of a trust derart- 


cise trust powers. June, 1926 
June, 1927 
National banks exercising trust powers. 
June, 1926......... 
June, 1927 
Assets of individual trusts being adminis- 
tered June, 1926 


$16,774 | $886,326 $1,294 $5,422 | $17,089 $6,539 | $16,183 $4,682 $19,493 $7,363 | $19,804 


$1,460,937 | $166,479 | $840,665 | $20,491 | $76,497 | $16,044 | $39,307 | $78,014 | $14,399 $56, 624 $4,728 | $142,847 


870 87 101 60 37 71 54 154 67 86 45 41 


434 52 


$5,059 $460 
5,951 571 
8,255 781 


| 

102 
llz 

59 
71 
ment between January 1, 1927 and 
_June , 3 RE Ree 89 40 21 36 30 67 14 15 33 16 21 
National banks trust dept. earnings 
|. | Gee $2,174 $213 $298 $276 $89 $629 $97 $111 $324 $82 $306 
BS Cuverens cesses 2,770 284 417 263 136 377 191 81 467 67 327 
3,685 490 521 340 319 633 232 77 466 120 591 
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them have not yet become active in the work. 
However, there are indications that the num- 
ber of active trust departments will grow 
materially during the next year or so. On 
last June 30, there were 870 national banks 
which had obtained permits to act in a fidu- 
ciary capacity, but had not actually started 
to exercise these powers. However, during 
the first six months of 1927, there were 434 
national banks which adopted resolutions 
providing for the organization and operation 
of a trust department. 


The regulations of the Federal Reserve 
Board require, among other things, that 
every national bank permitted to act in a 
fiduciary capacity must establish a_ sep- 
arate trust department, and that it shall be 
placed under the management of an officer 
or officers, whose duties shall be prescribed 
by the Board of Directors. Separate books 
and records for all fiduciary activities must 
be kept, and each trust department is re- 
quired to maintain a file containing the origi- 
nal instruments, creating each trust, or prop- 
erly authenticated copies; properly receipt- 
ed vouchers evidencing payments under each 
trust and properly authenticated reports to 
courts, or others, accounting for trusts. 


To further safeguard the trust business, 
the regulations require joint custody of trust 
securities and investments, so that it will 
be impossible for any one custodian to have 
access to them without the presence of one 
of the other custodians. Another important 
regulation is that whenever funds received 
or held in the trust department awaiting 
investment or distribution are deposited in 
the commercial department of the bank, it 
must first deliver to the trust department, 
as collateral security, government bonds or 
other readily marketable securities which 
have a market value at all times equal to 
the amount of the funds so deposited. 


In the investment of private trust funds, the 
regulations are quite explicit. Naturally, 
where the will, deed or other instrument 
creating the trust directs how these funds 
are to be invested, the bank must follow 
these directions. Where the trust instrument 
authorizes the bank to exercise discretion, 
it is declared that the funds held in trust 
must be invested only in those .classes of 
securities which are approved by the di- 
rectors of the bank. Where the character 
or class of investments to be made is not 
specified, and discretion is not expressly in- 
vested in the bank, the regulations limit the 
investments to securities which corporate or 
individual fiduciaries in the state in which 
the bank is located may lawfully make. In 
the investment of funds from a court trust, 
all investments must be made by an order 
of that court. In case the court by gen- 
eral order should vest a discretion in any 
national bank to invest funds held in trust, 
or if under the laws of the state in which 
the bank is located corporate fiduciaries 
appointed by the court are permitted to ex- 
ercise such discretion, the bank can invest 
the funds in any securities which corporate 
or individual fiduciaries in that state may 
lawfully invest. 

The requirements are that all invest- 
ments of trust funds shall have the approval 
of the bank’s board of directors, or a com- 
mittee appointed for that purpose. The loan 
of any trust funds to a director, officer or 
employee of any bank is strictly prohibited 


by law. Finally, a committee from the board 
of directors is required to make at least 
twice annually a thorough and complete 
audit of all records of the trust department, 
and a complete and careful examination of 
all securities held in this department. 


To expedite the organization and opera- 
tion of trust departments in the national 
banking system, the office of the Comp- 
troller of the Currency has drafted an ap- 
proved form of resolution, which sets out 
in a simple and concise manner the impor- 
tant requirements that any bank must meet. 
When the Federal Reserve Board grants 
trust powers to any national bank, two 
copies of the resolution are sent along so 
that these can be filled in and formally ap- 
proved by the directors. It has been found 
that this resolution is of much help to the 
average bank which adds a trust depart- 
ment, in that it describes just what must 
be done to qualify in this growing field of 
banking. 


Movement is Nationwide 


ib Qeae desirability of ministering to the 
needs of their communities in the vari- 
ous fiduciary capacities has appealed to na- 
tional banks in towns and cities of all sizes. 
Most of the banks which are operating trust 
departments find that the trust department 
brings new business into their banking de- 
partment and also enables them to retain 
balances which upon the death of their own 
customers otherwise would be diverted to 
competing trust companies. 


There are numerous towns and rural dis- 
tricts in which there is a national bank but 
no trust company or other corporate insti- 
tution with fiduciary powers. In these sec- 
tions, where the people may wish to create 
trusts and appoint executors, trustees or 
guardians, the national bank, being the only 
corporate entity with a capital and surplus 
qualifying it to administer such trusts, is 
named to act particularly for the reason 
that the interests of the national bank are 
intertwined with those of the community 
in which it operates. 


It appears that the power to act as trustee 
has been exercised much more frequently by 
the banks than in any other capacity. A 
questionnaire sent out by the Federal Re- 
serve Board in 1921 indicated that this led 
the list by a wide margin. The power to 
act as guardian of estates was second, and 
the power to act as registrar of stocks and 
bonds came third, followed in turn by ad- 
ministrator, executor, and committee of 
estates of lunatics, while the power to act 
as receiver and assignee had been exer- 
cised very seldom. In the cities, the service 
of acting as registrar came next to trustee 
as the most popular trust function; in the 
small towns, acting as guardians of estates 
ranked next to serving as trustee. 


Earnings Increase $3,000,000 


A the activities of trust departments have 
grown, so have the earnings that the 
national banks have reported from this 
source. For the year of 1926, the earnings 
of the trust departments aggregated $8,255,- 
000. This represented an increase of $2,304,- 
000 over the preceding year and a gain of 
$3,196,000 over 1924. The possibilities of 
making very satisfactory profits from the 


Dwight W. Morrow, who has left 
J. P. Morgan & Co. to become 
Ambassador to Mexico 


operation of trust departments is now wide- 
ly recognized, as the people generally are 
being educated as to the advantages of cor- 
porate fiduciaries in handling their finan- 
cial affairs. A number of national banks 
have been designated as executors in the 
wills of many persons still alive. It is im- 
possible to estimate the total value of the 
estates that will be handled under these 
wills. That it will run into a tremendous 
figure is indicated by the fact that, in 1921, 
a total of only 252 national banks estimated 
that the present value of the estates of liy- 
ing persons for whom they had been desig- 
nated to handle as executors was $313,927,- 
896. Since that time great strides have 
been made in the development of trust busi- 
ness. 

While some progress is being made in 
spreading intelligence as to what trust de- 
partments can do, the fact that a national 
bank is authorized to act in fiduciary capaci- 
ties is unknown to many prospects for the 
trust departments. The declaration that a 
national bank, and particularly one in the 
name of which the word “Trust” is not found, 
is authorized or in a position to administer 
an estate or other form of trust would be 
a revelation to perhaps a greater number 
of potential clients of trust departments than 
are now served by national banks. How- 
ever, the number of national banks, having 
authority to exercise fiduciary powers, avail- 
ing themselves of the privilege to include 
the words “Trust Company” in their titles 
is constantly growing. More than one hun- 
dred national banks have already amended 
their titles in this respect, and the movement 
in this direction is universal throughout the 
twelve Federal Reserve districts. 

In the accompanying table is given in- 
formation as to the activities and earnings 
of national banks having permission to ex- 
ercise fiduciary powers in the various re- 
serve districts. 


While they last, copies of the booklet, 
“A Personal Letter to a Young Adver- 
tising Man,” will be sent free to any bank. 
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Do Separate Fields Exist for the 
Two Land Banks? 


By GEORGE E. ANDERSON 


The Federal Farm Loan Banks Are in Theory Operated 


with No Idea of Profit. 


Interests for a Profit. 


The Joint Stock Banks by Private 
How the Cooperative Plan Works Out 


in Practice. $1,678,000,000 in Bonds Issued by Two Groups. 


HERE are two tails to the farm 
loan bank kite, and it may be just 
as well to admit that they are con- 
siderably tangled. Of course there 
is no open hostility between the Federal 
Farm Loan Banks and the Joint Stock 
Banks. The officials of the two types are 
studiously, almost painfully, polite. about it. 
The fact remains that they are rivals in 
business. The Farm Loan Board is in con- 
trol of both types, and in theory they are 
equals before the law. In fact and practice 
the Joint Stock Banks are a sort of step- 
child whose bread is cut none too thick. 

In the course of the hearing upon pro- 
posed legislation before the House Commit- 
tee on Banking and Currency last spring, 
it was suggested by Representative Mac- 
Gregor that: 

“When the Federal farm loan system was created 
ey also stuck on your joint stock land banks as 
a ‘life saver’; and the joint stock land banks have 
now loaned very large amounts and there is com- 
plaint that the child is killing the parent. What 
is your judgment upon the proposition of abolish- 


ing one of these systems so as not to have two 
competitors in the field—”’ 


To which suggestion W. W. Powell, sec- 
retary of the American Association of Joint 
Stock Land Banks, replied: 

“The Farm Loan Board has told me that day 
after day for nine years. . . . They have inherited 
that idea from some of their predecessors but it 
isnotafact. . . . The first banks formed in Europe 
were cooperative, comparable to our Federal Land 
Banks. After sixty years they created Joint Stock 
Land Banks because the others were not meeting 
the demands 7 them, they were not entirely 
satisfactory. ince that time there have been 
Joint Stock Land Banks and Cooperative Land 
Banks.—The cooperative banks still exist over there 
and should exist there and should exist here.’ 


Are There Separate Fields? 


straining a little one can perceive, 
perhaps, that there are separate fields 
for two land banks, but it requires some 
strain. Two systems do not seem to fit in 
with the commercial banking system of the 
United States as well as one, if either of 
them fit in at all. 

In a general way it is doubtless true, as 
claimed by the Assistant Secretary of the 
Treasury in congressional hearings, that the 
general run of investors do not discriminate 
between banks of the two systems and make 
little discrimination between bonds of the 
Federal Land Banks and those of the Joint 
Stock Land Banks. It is equally true that 
ma general way, assuming that both sys- 
tems are properly operated, there is no par- 
ticular reason why they should make any 
serious distinction, for both systems are 


The Land Banks 


T is: the second of the 
articles on the Land 
Banks, tells how it came 
about that though there is 
seemingly but one idea and 
one field, Congress created 
two sets of banks to serve 
agriculture, which are op- 
erating without hostility to 
each other. The article 
arrays some facts and fig- 
ures from which judgments 
may be formed as to the 
service rendered by these 
banks, and by the Inter- 
mediate Credit Banks to 
farmers. 


under the control of the Farm Loan Board, 
bonds of both are based upon real estate 
mortgages placed under the same _ board’s 
supervision and control, with the same sys- 
tem of appraisals and with the same dif- 
ferential between the rate of interest of the 
bonds and the rate of interest paid by bor- 
rowers. But with this much said, the paral- 
lel stops. 

The Federal Farm Loan Banks are op- 
erated in theory with no idea of profit, 
while the Joint Stock Banks are operated 
by private interests for a profit. 

To understand the essential differences be- 
tween the two systems, and particularly to 
understand the position of these banks in 
comparison with national and other com- 
mercial banks and other mortgage loan con- 
cerns in the matter of real estate loans and 
real estate holdings, it is necessary to re- 
capitulate somewhat the history and organ- 
ization of the two systems. Both systems 
were borrowed bodily from Europe, where 
such institutions have existed for 150 years. 
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Why Congress Adopted Both 


| Europe the cooperative banks were first 
organized, and the Joint Stock Land 
Banks formed a supplement to the original 
service because, as Mr. Powell has related, 
the cooperative banks did not meet all re- 
quirements. The Congress of the United 
States adopted both systems for the reason 
that it was unable to agree upon one. The 
original bill in Congress for the establish- 
ment of land banks provided only for a 
joint stock bank system, but that was about 
the time of a strong cooperative movement 
in the country, and cooperative protagonists 
insisted that a cooperative bank system was 
exactly what the farmer needed. 

Accordingly, when the matter came to a 
final issue in Congress, it was a cooperative 
system only which was proposed. There 
were a few hard-headed farmer-business- 
men-statesmen members who insisted that 
the Joint Stock Banks were the sounder 
of the two. Moreover, they had the addi- 
tional advantage of involving no govern- 
mental expenditure in their establishment. 
But with so much agitation in the United 
States for banks owned by farmers, man- 
aged in theory by them, and in any event 
free from the terrors of “Wall Street” and 
“the Money Power,” the preference was 
given to the cooperative system, and while 
the bill establishing the land bank system 
provided for both types, the original Farm 
Loan Board indicated its preference by re- 
solving at one of its first siftings that no 
joint stock bank should be chartered until 
all the Federal Farm Loan Banks were 
chartered and functioning. 

The amount of the original appropriation 
required from the government for the es- 
tablishment of the system, a little less than 
$9,000,000, was small compared with possi- 
ble benefits. Compared with present-day 
$300,000,000 farm-relief measures, it was a 
bagatelle. There was also the fact that such 
institutions were as yet untried in the United 
States, and that it would be difficult, if not 
impossible, to inaugurate such a system with- 
out government assistance. 


Farmers’ Banks for Farmers 


NDER the cooperative, or what is 
known as the Federal Farm Loan 
Bank system, the country was divided into 
twelve districts, in each of which a farm 
bank was established with a minimum capi- 
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tal of $750,000, practically all of which was 
subscribed by the government. These banks 
are authorized to issue farm loan bonds to 
the amount of twenty times their capital, 
the proceeds to be loaned to farmers at 
1.5 per cent or less above the price at which 
the last issue of bonds was sold. 


Except under special circumstances, these 
loans to farmers can only be made through 
corporations established by borrowers, known 
as National Farm Loan Associations. Such 
associations are formed by farmers desiring 
loans aggregating at least $20,000. The 
farmer borrowers give the association first 
mortgages on farm real estate for the loans 
they desire, and the association obtains the 
money from the Land Bank in its district, 
pledging the combined- mortgages therefor. 
For every hundred dollars borrowed, the 
borrower must subscribe for a five-dollar 
share in the loan association, which in turn 
must subscribe for a five-dollar share in the 
Farm Loan Bank of the district. 


In other words, the borrower subscribes 
for stock to the amount of one-twentieth 
of his loan, and upon this subscription the 
farm bank can issue bonds to the amount 
of twenty times the stock, or, in short, to 
the full value of the loan placed with its 
borrowers. 


Save for public subscriptions to stock 
which were negligible and the government 
subscriptions which have nearly all been 
retired or rather replaced by subscriptions 
of borrowers, all the stock in the Federal 
Land Banks is therefore owned by these 
National Farm Loan Associations. 


The associations elect three of the seven 
directors of the Land Bank in their district, 
the Farm Board appoints three, and the 
seventh is appointed by the Farm Loan 
Board from a list of three nominees made 
by the associations. In theory, the farmer 
borrowers control the banks. Dividends on 
the stock go to the associations as stock- 
holders, and after the payment of their ex- 
penses, any balance is in theory distributed 
among borrowers as stockholders in the 
associations. In brief, the theory of the whole 
is that of a coopérative bank. 

In practice the borrower gets little if any 
return upon his stock subscription, since 
dividends are usually absorbed in the ex- 
penses of the associations. One fault of 
the system is that it is unwieldy; another 
is that many borrowers object to submitting 
their financial condition to review by their 
neighbors, while the cooperative feature is 
swallowed up in the actual domination of 
a comparatively few men in active manage- 
ment of the business, most borrowers tak- 
ing little or no interest in their association 
aside from securing the desired loans. 


The Joint Stock Land Banks 


HE Joint Stock Land Banks are organ- 

ized by private interests with a minimum 
capital of $250,000. They are authorized 
to issue bonds to the amount of fifteen 
times their capital stock and surplus, the 
proceeds of which are loaned to farmers 
directly, all such bonds being based upon 
first mortgages under the approval of the 
Farm Loan Board. They are in general 
subject to the same restrictions as the Farm 
Loan Banks with respect to loans, bonds, 
and appraisals, but do not, like the Farm 


Loan Banks, write off the value of real 
estate they acquire by foreclosure. 

First of all, however, they are organized 
for the profit of their stockholders. In the 
second place, their stock must be subscribed 
for by the public, and since this stock meas- 
ures the amount of bonds they can issue, 
and, therefore, the amount of business they 
can do, it is important that they pay divi- 
dends regularly and as high as practicable, 
so as to sell their stock. 


The number of such banks is not limited 
by law, but chartering of new banks of this 
class lies within the discretion of the Farm 
Loan Board. Eighty-three such banks have 
been chartered, but some have gone into 
liquidation, others have combined, and at 
this writing three are in the hands of re- 
ceivers, so that at present fifty-three are 
functioning. Two such banks were char- 
tered in 1926, but the Farm Loan Board 
indicates it will charter no more, at least 
for the present. 


There is a vast difference in the quality 
and nature of the management of all these 
banks, Farm Loan and Joint Stock, but 
undoubtedly there is more variation in the 
management of the latter, since there is 
more play for the exercise of initiative in 
their organization and field of endeavor than 
there is in the Land Banks with the lat- 
ter’s relations with the National Farm Loan 
Associations. Naturally there has been wide 
divergence in the results of operation. There 
is a large range of value in quotations for 
the stocks in the several banks, and while 
some of this may be due to the exception- 
ally favorable position of agriculture and 
other special conditions in various parts of 
the country and to other economic reasons, 
there is no question that much of it is due 
to the comparatively efficient or inefficient 
management and to the conservatism or 
lack of conservatism on the part of the 
management of the several banks. 


Comparative Loan Limits 


HE only Farm Loan bank which has 

been in serious difficulty was that at 
Spokane, Wash. It became apparent early 
in 1925 that the Spokane Bank, owing to 
adverse agricultural conditions in large 
areas in its district, would, if foreclosures 
were carried on with the promptness that 
good management required, accumulate lands 
faster than its profits account could absorb 
them. Under the law all Federal Land 
Banks are responsible for the defaults 
of all others, and in the case at Spokane 
other land banks agreed to take over for 
the period of three years the lands fore- 
closed, appointing a commission to care for 
and dispose of the acquired farms, charg- 
ing the latter to the profits accounts of 
the participating banks. It is expected that 
all of them will eventually get out with- 
out loss. 

On the other hand, the Joint Stock Banks 
have had three cases where the appointment 
of receivers has been necessary—one at 
Kansas City, Milwaukee and Charleston, 
W. Va. Latest reports indicate a reasonable 
expectancy that at least two will meet all 
obligations, including at least a fair share 
of the capital stock. 

Another difference in the business cared 
for by the two systems of banks lies in 
the fact that the Joint Stock Banks are 


allowed to place individual loans up to $50.. 
000 under a ruling of the Farm Loan Board 
whereas loans in the Farm Loan Banks are 
limited by law to sums not exceeding $25,000 
to any individual borrower, and preference 
is given to borrowers of less than $10,000, 
Whatever may be the advantage of either 
system, it is worth noting that up to 1926, 
when a marked liquidating movement set in, 
the Joint Stock Banks have had a larger 
proportionate increase in business than the 
Farm Loan Banks. 


Intermediate Credit Banks 


| ig none of the controversy over the two 
types of land banks has there been any 
serious question as to the operation of the 
Federal Intermediate Credit Banks, although 
these concerns have developed into organ- 
izations having a profound and increasing 
influence upon credit in rural communities, 
and are an increasingly important factor in 
the farm loan system. 

These banks were organized under an act 
of Congress passed in 1923 to supplement 
the service of the Farm Loan Banks and 
Joint Stock Land Banks by affording to 
agriculture credit intermediate between the 
long-term farm mortgage loans and _ the 
short-term commodity or other commercial 
loans furnished by ordinary commercial 
banking institutions, i. e., loans of from six 
months to three years. 


An Intermediate Credit Bank is attached 
to each Farm Loan Bank in the Federal sys- 
tem and is managed by the officers of the 
Farm Loan Bank, and although the busi- 
ness of the two concerns is separate and 
distinct, the Intermediate Credit Bank usu- 
ally occupies the same premises as the Farm 
Loan Bank and is more or less identified 
with it. The special design of the banks 
was to assist cooperative marketing associa- 
tions to carry crops until they can be dis- 
posed of to advantage, but the same credit 
facilities are granted credit associations 
formed by farmers much on the order of 
the Farm Loan Associations, and often op- 
erating in conjunction with such associations 
as well as credit associations organized by 
private capital for profit. 

A large business also is done in the re- 
discounting of farmers’ notes taken origi- 
nally by commercial banks and similar credit 
agencies. During 1925 these banks loaned 
cooperative marketing associations $124,- 
174,009 and rediscounted notes for banks 
and eligible credit agencies to the amount 
of $53,458,931. In 1926 they loaned the 
cooperative marketing associations $102,- 
941,340 and the rediscounts amounted to 
$73,505,170. At the close of 1925 the loans 
outstanding amounted to $80,051,835. At the 
close of 1926 they amounted to $92,434,285. 
On June 30, 1927, the loans outstanding 
amounted to $65,051,262. 


capital for these banks has been 
furnished entirely by the United States 
government, $60,000,000, or $5,000,000 for 
each bank, having been subscribed original- 
ly, of which only $2,000,000 for each has 
been called, with the exception of the Colum- 
bia, S. C., Bank, which called an additional 
million dollars during 1926, making the 
total paid-in capital $25,000,000, the re- 
(Continued on page 291) 
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The Investment Securities Business 
of National Banks 


By CHARLES W. COLLINS 


Under Plan Adopted by Comptroller of Currency He Will Not 
Establish and Maintain List of Eligible Securities. Discretion 
Left to Directors to Purchase What They Deem Proper. Exam- 
iners Will Report Purchases They May Regard As Illegal. 


HE decade following the World War 

has witnessed a marvelous develop- 

ment in the business of marketing 

investment securities in the United 
States. Beginning with the liberty loan 
campaigns, which for the first time in this 
country employed intensive propaganda 
methods for making sales of government 
securities, the public at large has received 
a considerable education in the field of in- 
vestments in corporate obligations. All ex- 
isting financial institutions have been greatly 
affected by this movement and new instru- 
mentalities have been created for making 
more direct contacts with the investing pub- 
lic. This movement has its basis in the 
rapid growth of our national income and 
in the steady increase of savings on the 
part of individual citizens. The aggregate 
volume of savings accounts in banks in the 
United States today is in excess of $20,000,- 
000,000, of which the national banks alone 
hold more than $6,000,000,000. There are 
more than 13,000,000 individual savings de- 
positors in national banks. The position of 
the United States also as a creditor nation 
has brought into the markets of this coa- 
try a great variety of foreign securities, gov- 
ernments and industrials. 

There is, therefore, presented to the small 
investor the opportunity to choose from a 
wide diversification of securities. The aver- 
age person, however, is not qualified to go 
into the market upon his own initiative to 
invest his funds. He is naturally more or 
less confused by the great variety of offer- 
ings and his lack of experience would 
naturally lead him into serious mistakes. 
What he needs is wise counsel and guid- 
ance. 


National Bank Purchases 
in Pre-War Days 


ie pre-war days the national banks bought 
certain well seasoned readily marketable 


bonds for their own investment. This was 
considered a sound way to build up what 
was called a secondary reserve. A_ well 
managed national bank maintained a definite 
proportion between its loans and these in- 
vestments. The National Bank Act did not 
specifically confer upon the national banks 
the charter powers to purchase such securi- 
ties. It was done under the incidental powers 
of the bank by which they were authorized 
“to discount and negotiate other evidences 
of debt.” Later on some of the national 
banks began in a small way to sell some 


of these bonds to their customers, but in 
the meantime the business of buying and 
selling investment securities by state banks 
and trust companies rapidly developed as 
a distinct service to the public. The na- 
tional banks had potentially the same op- 


_ portunity to enter this business, but there 


was considerable hesitancy on account of 
the lack of special authority from Congress. 
The so-called McFadden Bank Act of 
February 25, 1927, met this situation. { 

It was no easy matter for Congress to 
formulate the legislative language which 
would on the one hand protect such invest- 
ment securities business which national 
banks had already built up and, on the 
other hand, authorize national banks under 
proper restrictions to buy and sell invest- 
ment securities in response to the modern 
demand for such services from banks. Dur- 
ing the three years the McFadden bill was 
before Congress a number of clauses were 
proposed, none of which proved wholly ade- 
quate to the situation. The language as 
finally adopted was the result of several 
painstaking conferences between the office 
of the Comptroller of the Currency, various 
banking groups and the sub-committees of 
the Banking and Currency Committees of 
the House and Senate. 


Protected National Bank 
Investments 


iy gave specific recognition to the legality 
of the business of buying and selling 
investment securities theretofore engaged 
in by national banks, thus protecting all 
such investments made by national banks 
prior to February 25, 1927. The true sig- 
nificance of this action by Congress arises 
out of the fact that many lawyers doubted 
the authority of national banks to engage in 
the business of buying and selling invest- 
ment securities under the old law, and there 
was danger of litigation. These were per- 
manently set to rest by the Act. 

As to business to be transacted after 
February 25, 1927, in the language of the 
Act, while in the nature of a restriction is 
in fact a new authorization for national 
banks to become dealers in investment se- 
curities. What Congress had in mind, no 
doubt, was that while all national banks 
would purchase securities as investments for 
their own account, many of them would 
establish securities departments and engage 
in the business of selling securities to their 
customers and to the public. 
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National banks are in a strong position to 
enter this field. They are under Federal 
supervision and their portfolios of securi- 
ties are subject to periodic examination by 
the Federal authorities. Their transactions 
both on the securities market and with their 
customers are subject to the scrutiny of the 
national bank examiners. The public, there- 
fore, has the assurance of the highest type 
of governmental supervision over the pur- 
chase and sale of these investment securi- 
ties. From the standpoint of the bank, the 
officers are conversant with the financial 
conditions of each of their customers and 
thus possess the most valuable type of in- 
formation as a condition precedent to making 
sales. No financial instrumentality is in a 
better position to become a retailer of high 
class securities to the general public. The 
bank already has the contact with the cus- 
tomer, it has his confidence as a financial 
institution, it has the knowledge of his needs 
and his ability to invest, and it is in a posi- 
tion to give him the benefit of its technical 
equipment and broad knowledge of market 
operations. There is thus a mutual advan- 
tage to be gained by bank and customer. 
In view of this unique situation are not 
the national banks, both large and small, in 
a position to become wholesale purchasers 
of investment securities for the specific pur- 
pose of retailing them to their customers? 


The Opportunity of 
Country Banks 


agp operation of this new law will not 
be confined to the metropolitan national 
banks. The opportunity of the country na- 
tional banks is relatively as great in this 
field as is that of the large city banks. The 
generally accepted opinion of this new grant 
of authority is that it will be primarily of 
service to the small investor who is not in 
a position to operate independently in the 
securities market. In this particular respect 
the operations of a national bank is not dif- 
ferent from that of an investment trust, as 
to which there is such a rapid development 
in this country at this time. That is to 
say the individual investor gets the benefit 
of the knowledge and the experience of an 
institution in his market transactions. The 
difference, however, is that the customer 
acquires the actual security from the na- 
tional bank, whereas in the case of an in- 
vestment trust he simply participates in one 
way or another in the earnings of a group 
of securities purchased by the institution. 
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While it is out of place here to enter into 
a discussion of investnient trusts, it may be 
said, incidentally, that national banks may, 
through their trust departments, maintain a 
vital contact in this field also. 

What types of securities are national 
banks permitted to buy and sell? In brief, 
it may be said that the Act sets up a con- 
servative standard. The type of security is 
limited to obligations of corporations evi- 
dencing indebtedness. This excludes com- 
mon and preferred stocks, but includes 
bonds, debentures and long-term notes. Con- 
gress excludes stocks because it was 
thought to be contrary to the theory of the 
National Banking System to permit national 
banks to become involved in the obligations 
and responsibilities incident to ownership of 
stock in other corporations. The manage- 
ment and control of other corporations 
might involve the bank with questions of 
policy wheré the interest of the bank might 
be made subservient to those of the corpo- 
rations. This separation of banking from 
corporate connections with other enterprises 
is one of the outstanding distinctions be- 
tween American and European banking. 


The Meaning of Marketability 


OT all bonds, notes and debentures, 

however, may be purchased and sold 
by national banks. The law itself did not 
define the exact limitations to the character 
of investment securities in which national 
banks might deal, but it did confer upon 
the Comptroller of the Currency the duty 
of promulgating regulations defining the 
term “investment securities” to a further 
extent than that done by the Act itself. 
On January 30, 1927, the Comptroller of the 
Currency issued his Regulations on this sub- 
ject. These Regulations are largely ex- 
planatory of the Act itself and complemen- 
tary to it. Taking the Act and the Regula- 
tions together, it may be said that in deal- 
ing in investment securities national banks 
are limited to those which have a_ ready 
marketability based upon a sufficiently large 
issue in amount, having a sufficiently wide 
public distribution, and having the protec- 
tion of the services of a trustee independent 
of the obligor of the bonds or of the 
maker of the notes, such trustee being a 
bank or trust company. 

The term ready “marketability” is not 
completely defined, but it means that bona 
fide sales must be able to be made at in- 
trinsic values upon a market where they 
will be easily and readily taken. In other 
words, the securities must possess a demon- 
strable liquidity. 

The size of such an issue of securities 
is also not defined, but it must be sufficiently 
large in monetary total to permit of a sub- 
division into such a number of units as will 
permit a public distribution wider than a 
merely local market. The term “public 
distribution” is also not defined, but must 
be taken in its general sense in connection 
with the policy intended to be accomplished 
by Congress. In other words, the securities 
must have a wide enough geographical dis- 
tribution to take them out of the character 
of a purely local enterprise having only a 
restricted local market. 

Will so-called real estate bonds be classi- 
fied as investment securities and therefore 


be eligible for investments by national banks? 

This is a question which has been fre- 
quently asked. since the approval of the 
McFadden Act. Neither the law nor the 
Regulations specifically mention real estate 
bonds either by way of inclusion or exclu- 
sion. It may be said as a general proposi- 
tion that any type of security, whether real 
estate bonds or industrials which meets the 
standard set up by the Act and the Regula- 
tions, becomes legal for national bank in- 
vestment. Whether real estate bonds will 
qualify under this conservative standard is 
a question which the writer is not prepared 
to answer. 


No Eligible List 


OW will the Comptroller of the Cur- 
rency enforce this law and regulations? 
In other words, how will the national 
banks know specifically what securities they 
may deal in and what are prohibited? This 
is, perhaps, one of the most difficult ques- 
tions arising out of the new law. It was 
thought by some that the Comptroller would 
set up an eligible list in his office and that 
national banks would be permitted to deal 
in any securities upon that list. The Comp- 
troller rejected this idea, because it would 
impose upon him too great a responsibility 
and would involve his office in a mass of 
detail for which it is not equipped. The 
real question before the Comptroller was 
how to administer the Act without directly 
or indirectly setting up an eligible list. He 
has apparently answered it by adopting a 
program which it seems will be efficacious 
from the standpoint of governmental super- 
vision and should prove satisfactory to the 
banks, to dealers and to the investing public. 
He will not undertake to answer in ad- 
vance questions concerning the eligibility of 
specific securities for national bank purchase 
and sale. It would be quite natural for 
dealers in investment securities as well as 
for national banks to write to the Comp- 
troller for the purpose of obtaining from 
him a decision in advance as to whether 
a particular issue of securities be legal for 
national banks. If the Comptroller under- 
took to answer these inquiries upon their 
merits, he would thereby indirectly set up 
an eligible list based upon exparte informa- 
tion furnished upon the initiative of inter- 
ested parties. This procedure would, . if 
adopted, give a decided advantage to those 
dealers who are able to secure favorable 
rulings from the Comptroller. The Comp- 
troller, however, has avoided a great deal 
of possible embarrassment through the utili- 
zation of the existing machinery of his office. 
He has under his direct orders several 
hundred national bank examiners, highly 
trained in the appraisal of instrumentalities 
of credit, and operating in every city in 
the United States. At least twice a year 
they must make a thorough examination of 
each national bank, at which times they must 
carefully scrutinize and report upon the port- 
folio of investment securities. The Comp- 
troller of the Currency has instructed these 
examiners to report to him every case in 
which, in their opinion, a national bank has 
made an illegal purchase of investment se- 
curities. In such cases the banks will hear 
from the Comptroller of the Currency under 
the ordinary procedure of his office. 
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Left to the Directors 


HIS method of the enforcement of the 

law is in accordance with the traditional 
operations of the national banks and leaves 
the discretion primarily with each individual 
board of directors. The board must, from 
its own experience and with such advice of 
counsel as it may see fit to take and under 
such delegation of authority to its commit- 
tees and officers as it may see fit to make, 
regulate and control the business of buying 
and selling investment securities by the bank. 
In other words, the bank in the exercise of 
its corporate powers must use its own judg- 
ment as to whether a given issue of securi- 
ties conforms to the standard of market- 
ability set up by the McFadden Act and the 
Comptroller’s Regulations. 

If, subsequently, the national bank ex- 
aminer disagrees with the bank and criticizes 
a given security as an illegal purchase, the 
bank may in sueh a case appeal directly to 
the Comptroller of the Currency just as it 
has always had the right to take up directly 
with the Comptroller any criticism which a 
national bank examiner has made. If upon 
the examination of the facts and circum- 
stances the office of the Comptroller finds 
itself in agreement with the bank, the ex- 
aminer will in all probability be instructed 
to withdraw his criticism and to notify the 
bank accordingly. In this manner the bank 
would have obtained the benefit of the 
Comptroller’s opinion, but there would be 
nothing on record in the Comptroller’s office 
approaching the establishment of an eligible 
list. 

It should be distinctly borne in mind that 
national banks are. empowered to enter the 
securities market as dealers, but not as 
brokers. The bank must take title to what- 
ever securities it buys and may sell to its 
customers any such securities. The bank, 
however, cannot guarantee the payment of 
interest or principal of any such security, 
as the law distinctly provides that such 
securities must be sold without recourse. A 
national bank has no power to act as broker 
or agent for its customers in purchasing 
securities. 

From the above discussion it will be ob- 
served that while national banks are now 
permitted to engage in the business of buy- 
ing and selling investment securities, they 
are not permitted to compete in every phase 
of that business with state corporations. 
They are limited strictly to a definite stand- 
ard set up by the Federal government in the 
interest of the public. This standard ex- 
cludes from national bank operations many 
types of securities which may properly be 
dealt in by other insittutions. 


The Protective Section 


Loss of money and loss of time may be 
avoided if the warnings and other informa- 
tion published each month in the Protective 
Section of this magazine are brought to the 
attention of all members of the banking 
staff. The more widely disseminated this 
information is the less the probability that 
frauds against the bank will go though un- 
detected. 

Forewarned is forearmed! 
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Thwarting the Security Swindlers 


By ROME C. STEPHENSON 


President, St. Joseph County Savings Bank, South Bend, Indiana 


Banks Must Be Prepared To Tell Their Own Depositors How 
They Can Get a Higher Return on Their Money Than The Bank 
Pays. “Consult Your Banker” Usually Happens After the Funds 
Three Interesting Cases. 


Are Invested, Instead of Before. 


HE door to a stnall office, located 

in a rather dingy and obscure build- 

ing on a Chicago side street, opened. 

A stockily built man, with a deter- 
mined look on his face, walked in un- 
announced and advanced toward a some- 
what battered flat-top desk. Behind this, 
a rather flashily dressed individual sat and 
glowered at the visitor. 

Without a word of introduction or the 
slightest preliminary, the visitor marched 
right up to the desk, reached into his inside 
pocket and tossed a highly ornamented docu- 
ment before the eyes of the bewildered man. 

“T want $500 for this oil stock that you 
sold to Paul Durand and his wife at South 
Bend,” he announced, crisply but without a 
show of emotion. 

The man behind the desk straightened up 
a bit. A cynical smile spread over his face. 

“A fat chance you’ve got of getting it,” 
he retorted. “This is no stock exchange. 
Anyway, who are you? What right have 
you got to come in and demand anything?” 

“Never mind who I am. I came here to 
get $500 for this old couple that you flim- 
flammed with this worthless old stock. That’s 
all I’m interested in—but I am going to get 
the money.” 


A Change in Attitude 


OR a moment the room was silent. The 

man behind the desk cast an appraising 
glance at the mysterious visitor, drummed 
on the desk and seemed to be trying to re- 
call if he had ever seen him before. 

“I’m not at all interested in your propo- 
sition,” he finally said with an air of final- 
ity. “It was an out-and-out deal. They 
paid in their money and they got the stock. 
And that’s that.” 

“If you are not interested in my first 
proposition, perhaps this will interest you,” 
the visitor remarked as he drew closer to 
the figure at the desk and displayed, in a 
guarded fashion, a few photographs. The 
likeness appearing on the one on top bore 
a striking resemblance to the man at the 
desk. As he glanced at the photograph, his 
face fell—and he wilted in his chair. There 
was this tell-tale feature about the picture: 
it consisted of a profile and full face view 
of the subject, and at the bottom there ap- 
peared a number. It was just such a photo- 
graph as prisons take to record the identity 
of criminak. 

The scoffing attitude of the man at the 
desk changed swiftly into a much more 
tractable and reasonable mood. But yet he 
seemed puzzled—as if trying to guess what 
the next move would be, and what was the 
mission of this unexpected caller. 


“T guess you're a little bit more inter- 
ested now,” the visitor commented. An af- 
firmative nod of the head brought confirm- 
ation. 

“What’s the idea of flashing the mug- 
gings?” 

“The only idea I have in mind in coming 
here is to get the $500. I’m not on your 
trail for anything else and I’ll make this 
little proposition to you: If you place $500 
in my hands, I’ll give you this photograph 
which was taken at Calgary prison and pre- 
sent you with another good likeness, which 
seems to have been snapped a little while 
before that at the San Quentin Pen.” 

The production of the photographs and the 
offer to turn them over to the original sub- 
ject in return for $500 led to a brief par- 
ley, during which the visitor assured him 
that he had no intention of keeping him 
under surveillance or picking him up for 
other past misdeeds. The statement seemed 
to clinch the deal. 

“All right,” he agreed. “I’ll come through 
with the jack. Give me the pictures. You 
wait here and I’ll go to my bank and be 
right back.” 

“Nothing doing. If you leave here, I’m 
going with you. What’s more, I’ve got a 
couple of men waiting outside to be sure 
that there is no slip. You will not get the 
pictures until you place the money—$500 in 
cash—in my hands.” 

“How do I know that you have got any 
right to the money? Who are you, any- 
way ?” 

“Never mind who I am. I’m here to get 
the money you took away from that old 
Belgian couple. So let’s get a little action.” 

‘Seeing that there was only one way to 
satisfy this mysterious visitor, who had 
carefully driven him into a corner and 
blocked off all avenues of subterfuge or es- 
cape, the flashily-dressed individual finally 
agreed to go to a nearby bank, where he 
said he had funds on deposit. 

“Now you wait right here,” he said, as 
they arrived at the bank door. “I'll get the 
dough and be right back.” 

But to this—and every other suggestion 
of the kind—his stubborn visitor gave a deaf 
ear and clung to his side. The close contact 
ended only when he had placed the full 
amount of money in this unknown man’s 
hands and had received, in return, the views 
of himself, taken in prison. 

“Now, won’t you tell me who you are?” 
he pleaded, “I think I am entitled to know, 
now that I’ve done as you said.” 

“You'll never know. The only thing that 
interested me was the $500.” 

And with this he departed. 
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Putting Over the Sale 


Bi foregoing recital is a true story of 
how $500 that a crooked security sales- 
man had stolen from an aged and decrepit 
old couple was regained—but it forms only 
part of the story which occurred in South 
Bend. 

This old couple, beyond the producing 
age, had accumulated this sum of money to 
provide for their needs and to cover the 
expense incident to their death and burial. 
The funds were deposited in a savings bank, 
where it was earning 4 per cent. A stranger, 
of their own nationality, learned in some 
way that they had this tidy sum in the bank, 
called on them and painted an alluring pic- 
ture of luxury in old age, which might be 
expected to follow a fortunate investment 
in oil stock. He pointed out that the im- 
mensely wealthy American, Rockefeller, had 
made his fortune in oil and recounted how 
others, on a meager investment, had struck 
it rich. Upon the promise of big and im- 
mediate returns that made the interest pay- 
ments to be obtained from the saving bank 
look microscopically small, this heartless 
vendor of worthless stocks induced this old 
pair to withdraw every dollar they pos- 
sessed from the bank and invest the proceeds 
in oil stocks. 

Months passed by and none of the prom- 
ised dividends came. In the fullness of time, 
it occurred to one of them that he had 
heard something about consulting bankers 
about investments. Shortly after, the old 
couple called at the bank and related the 
heart-touching details of the transaction. 
However, there did not appear to be much 
hope of salvaging anything out of the unfor- 
tunate move because neither knew the name 
of the salesman and could give no informa- 
tion as to his probable whereabouts. The ex- 
treme poverty and helplessness of the victims 
was touching, and the circumstances justi- 
fied every possible effort. 

While the chance of recovery seemed for- 
lorn and hunting this fly-by-night operator 
gave little prospect of success, the full de- 
tails of the transaction were sent along 
to the Chicago office of the Wm. J. 
Burns International Detective Agency, which 
investigates crimes against members of the 
American Bankers Association. Within the 
next few days a letter was received. I[n- 
closed were photographs of a_ notorious 
swindler, taken when he had been committed 
to prison in California and in Canada. It 
was suggested that these be shown to the 
old couple, as a description of the methods 
used indicated it might be his work. They 

(Continued on page 292) 
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A Well Balanced Program 
for the Average Bank 


Quick Reserves for Cash 
Loans and Discounts for Income 


Bond Reserve for Both 


VERY banker has to so employ his resources that he can meet the 

demands of depositors, borrowers, and stockholders. Their inter- 
ests are sometimes in conflict. To serve all three according to desert is 
the banker’s problem. 


This cannot bedonehaphazardly. It requiresa policy anda plan. A flex- 
ible relation must be established and maintained between cash, loans, and 
investments, to keep the bank in liquid condition and still earn enough 
gross income on all resources to build up surplus. Unless a bank grows 
in capital worth it cannot expand with the community. 


Too much local commitment may earn a high rate of income but it 
is unsound; too much quick reserve unduly depresses yield. A flexible 
buffer between them is a well organized bond reserve, graduated as to 
marketability and income and also as to maturity. Many banks have 
protected themselves in this way and stabilized their income over a 
period of years. 

Experience with hundreds of banks, commercial and savings, 
has given us a practical insight into the banking side of this 
problem; and our wide bond experience enables us not only to 
suggest the proper issues for any given situation, but also to 
supp.y them directly from inventory of bonds on hand. 


HALSEY, STUART & CO. 


INCORPORATED 
CHICAGO 201 South La Salle Street NEW YORK 14 Wall Street PHILADELPHIA 111 South 15th Street 
DETROIT 601 Griswold Street CLEVELAND 925 Euclid Avenue ST. LOUIS 319 North 4th Street BOSTON 85 Dewonshire Street 


MILWAUKEE 425 East Water Street MINNEAPOLIS 608 Second 4venue, Sout: 
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American Banks 


protect their traveling depositors 
with the “SKY -BLUE” Cheque 


Thru a simple, profitable transaction, 16,000 American Banks have 
become the gateway to a world-wide service. 


Whether their depositor is headed for Indiana or India, these bankers 
can recommend the purchase of American Express Travelers’ Cheques 
because they that : — 


1 The “sky blue” American Express Travelers Cheque is safe 
and usable money in practically every part of the world— 
often at better rates of exchange than a U. S. gold piece. 


2 Unless countersigned or exchanged for value, the American 
Express Company will make good to the depositor for any loss 
or theft of American Express Travelers’ Cheques. 


3 The “sky blue” Cheque entitles the depositor to the world- 
wide service maintained by the American Express thru its 
offices, representatives and Couriers in all travel centers. 

Besides the nominal profit from the sale of Cheques, you too will find a 


tremendous good-will value resulting when you link your traveling 
depositors with this “Helpful Hand of a Great Service”. 


AMERICAN EXPRESS ‘TRAVELERS’ CHEQUES 


When writing to advertisers please mention the American Bankers Association Journal 
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Have an Investment Plan and 


Stick to It! 


By FRANCIS CRANDALL 


A Definite Scheme for the Investment of Bank Funds Will 
Permit the Country Banker to Handle His Bond Account More 
Efficiently. Size of Account Will Be Determined by Local Loan 
Demand. Bond Quality Is Measured by the Per Cent Yield. 


OW can the country banker more 

efficiently handle his bond ac- 

count? It is obvious that there is 

no blanket answer to this ques- 
tion, nor is it possible to lay down rules and 
regulations, which, if followed, would achieve 
the ideal bank bond account. However, two 
phases of the subject stand out among all 
others as worth treating in detail. The first 
is the adoption of a general investment plan; 
and the second, the intelligent analysis of 
individual investments. 

At the risk of approaching the first sub- 
ject in an elementary way, let us visualize a 
definite scheme for the investment of bank 
funds. Such a scheme is of the utmost im- 
portance, not only to set up initially but to 
follow consistently thereafter. “Have an 
investment plan and stick to it” might well 
be a slogan for the banker. Without any 
such plan a buyer of bonds is making his 
purchases and sales of individual securities 
according to the impulse of the moment. 

The following questions of policy which 
should be settled at the outset will form the 
backbone of the plan: 

1—What will be (a) the size of the ac- 
count? (b) the proportion of long-time 
bonds to short-time bonds? 

2—What diversification will the account 
have (a) as to unit of purchase? (b) as to 
type of securities? 

3—What will be the investment quality of 
the account? 


Size of Bond Account 


HE size of the account is a starting 

point. The bond account at its probable 
minimum during the year is what should be 
considered the size of the account. In in- 
vesting the bank’s funds above this point the 
banker keeps in mind the likelihood of this 
money being needed within the next twelve 
months either to swell the loans and dis- 
counts, or to meet deposit withdrawals. The in- 
vestment of these latter funds will be in liquid 
securities—that is, in call loans, commercial 
paper, acceptances, and short time govern- 
ment and corporation notes; such invest- 
ments are not to be confused with the bond 
account proper. 

Considering the minimum, or, let us say, 
the permanent bond account, what will be 
its size? The banker may or may not have 
control of this question, depending on the 
local loan demand on the bank. Assuming 
he can lend if he wished to all of his de- 
Posits, capital, and surplus locally, he will 


Buying By Plan 
H4veé you a definite in- 


vestment plan or do 
you buy bonds according to 
the impulse of the moment? 
In this article, Mr. Crandall, 
who acts as investment 
counselor to a group of six 
banks in New York state, 
tells how a bank may de- 
termine in an intelligent 
way the size of its bond 
account, the proportion of 
long and short time bonds 
and a satisfactory diversi- 
fication of the securities pur- 
chased. Now, he observes, 
is an opportune time for a 
bank to build up the fence 
around its bond account. 


generally set his bond account at a minimum 
size for a secondary reserve. This might 
run from 15 per cent to 20 per cent of total 
deposits. On the other hand if the bank’s 
funds can not be employed in loans and dis- 
counts, the bond account may represent 60 
per cent or more of total deposits. The 
proper ratio between bond investments and 
any other item in the bank’s statement is so 
much a question of local conditions, seasonal 
changes, proportion of savings and com- 
mercial deposits, and a dozen other consider- 
ations that it requires careful analysis plus 
experience to determine the proper policy for 
the bank to pursue. 

The proportion of short time to long time 
bonds in the permanent account is influenced 
by three factors: First, how liquid must 
the account be; second, what advantage in 
current per cent return has one over the 
other; third, what is the probable trend of 
bond prices in the immediate future? 

The first of these factors is again a mat- 
ter of the individual situation and policy. A 
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city institution, with a large proportion of 
commercial deposits, might need to have 50 
per cent or more of its bond account in 
liquid securities, that is to say short-time 
paper. A country bank with 75 per cent of 
its deposits time deposits would require few 
short time note holdings especially where the 
bond account amounts to less than its time 
deposits, and where from past experience 
such deposits are relatively stable. It is or- 
dinarily possible to invest at a better rate in 
long maturities than in short maturities of 
equal grade; accordingly under these circum- 
stances long-time bonds are the preferable 
investment medium. Finally, if the banker 
is successful in anticipating the bond price 
trend by holding a majority of short-time is- 
sues in a falling bond market and a pre- 
ponderance of long-time bonds in a rising 
bond market, he will make a handsome re- 
turn over a period of years. 


Too Much Diversification 


IVERSIFICATION at times is carried 
to an extreme. A bank with $1,000,000 
of bonds can properly hold blocks of $10,000 
or $15,000; a smaller average holding will 
only make for unnecessary accounting detail 
and additional work in watching investments 
after they are made. A periodic check to 
see that an account is maintaining a balance 
between utilities, rails, industrials, foreign 
government, United States and municipals 
is certainly desirable. The ideal balance is a 
somewhat academic question. Certainly if 
any one classification, other than United 
States government bonds exceeds 33 per cent 
of the total account, there is reason to ques- 
tion the advisability of this condition. 
There comes now the most important 
question of all, “What quality of bonds 
should be held?” This is a seemingly in- 
tangible subject, but it can be reduced to 
a definite basis. Bond quality is measured 
by per cent yield. At any given time it is 
possible, for example, to state with consid- 
erable accuracy what can be expected in the 
way of yield from a first grade, second 
grade, or third grade railroad bond. Rather 
than approach the problem from the stand- 
point of “We want such and such a yield; 
what high-grade bonds will give us this 
yield?” It is more intelligent to decide as to 
the class of bonds the account requires, then 
find what this class yields at the market and 
use this yield as an index in searching out 
investments. 
(Concluded on page 287) 
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Life Insurance as a Business Getter 


for Banks 


By ‘JOHN A. PRICE 


The Insured Savings Plan Gives the Bank Offering It a Forceful 
Argument for New Accounts and Offers an Inducement for 
Regularity and Continuity in Savings But the Plan Is Not for 
the Small Institution Because Real Salesmanship is Necessary. 


NNUMERABLE banks have exhibited 

interest in the combination of a sav- 

ings account and an insurance policy, 

the idea being generally known as the 
insured savings plan. 

As conducted by us in Pittsburgh, the de- 
positor agrees to deposit $7.45 monthly, 
for a period of 120 months, which establishes 
a gross deposit of $894.00. At the end of 
the 120 months, or ten years, if he is living, 
there is returned to him in cash $1,000, the 
transaction giving the depositor a profit of 
$106. If, at any time prior to the expiration 
of the contract, he dies, his heirs receive the 
difference between what he has already saved 
and the $1,000 objective, the difference be- 
ing made up by a decreasing term insur- 
ance policy with one of the most prominent 
life insurance companies. 

Depending upon age, the monthly deposits 
vary slightly. We have three classes—$7.45, 
$7.59 and $7.84, the age limit for acceptance 
being fifty years. 

The depositor receives an insurance policy 
and a bank book. The bank book shows 
two parallel columns, one containing the 
gross of his deposits and the other the net, 
the difference in the two amounts being the 
cost of the insurance feature, which, over 
the ten year period, assuming that he de- 
posits $7.45 monthly, amounts to $75, or 
about two cents daily on a $1,000 unit. 

When the depositor enters the plan, a year’s 
premium in advance is deducted from his de- 
posits, and each year thereafter a similar 
deduction is made. It will be readily ob- 
served how the cost of the insurance auto- 
matically decreases each year, as the re- 
sponsibility of the insurance company di- 
minishes and as the savings account grows. 

For example, assuming that he saves 
$100 the first year, and dies at the end 
thereof, the insurance company is respon- 
sible to his heirs for $900, but at the end of 
the ninth year, when he has saved about 
$900, the insurance company is responsible 


for $100. 
Interest Pays the Cost 


firms net amount of his deposit has the 
same status as a regulation 4 per cent 
savings account, and is subject to the savings 


rules of the institution. It will be observed, 
always assuming that the deposits are main- 
tained regularly, that the 4 per cent in- 
terest earning on his net amount not only 
pays for the cost of the insurance, but yields 
him $106 profit, as previously mentioned. 


He can withdraw the net amount of his 
deposit at any time and abandon his insur- 
ance, losing only the cost of the insurance 
protection which he has had. If unfortu- 
nate circumstances prevent him from meet- 
ing his monthly deposits with regularity, he 
can hypothecate the savings bank book as 
collateral on a loan to maintain his account. 

A full explanation of the plan, with all 
details, many of which are irrelevant to this 
discussion, is issued in a booklet for his in- 


Insured Savings 


OW does an insured 
savings plan function? 
This article tells of the 
insured savings plan in 
operation by the People’s 
Savings and Trust Com- 
pany of Pittsburgh, and 
touches upon the advan- 
tages and disadvantages of 
using life insurance to 
quicken thrift and promote 
continuity m savings. 

The plan, the writer 
says, is not for small banks 
nor for immediate profits, 
but extended over a long 
period should be a satisfac- 
tory adjunct to a program 
of banking progress. 


0.0.9. 0.9.9, 9.8.9.9, 0.0.9.9, 0.9.0, 0, 0.0.0.0, 0, 


formation, explaining in simple language the 
scope and functioning of the idea. 

The essential difference between the plan 
as worked in Pittsburgh and as in many 
other banks throughout the country is on the 
insurance end. Some of the other banks is- 
sue ordinary life insurance policies, which 
can be maintained after the savings contract 
is completed, but we are fundamentally op- 
posed to this conception, our attitude being 
that the only excuse for the insurance policy 
is to put the urge of regularity back of the 
savings account. 
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It is not the function of the financial in- 
stitution to invade the province of the life 
insurance salesmen, and there is no invasion 
when the bank buys only such life insur- 
ance for the depositor as will put the urge 
of regularity back of the savings account. 
When the bank goes beyond that, it is usurp- 
ing the field of the life insurance agent. 

The line of demarcation should be well 
understood and scrupulously respected. Our 
experience proves conclusively that the whole 
idea is theoretically sound and entirely prac- 
tical. When thoroughly understood by the 
depositor, it is enthusiastically received, and 
this without exception. 

I am not competent to speak for the in- 
surance companies as to the desirability of 
this kind of insurance, nor is it relevant to 
the discussion, other than to say in passing 
that there has been much interest on the 
part of numerous reputable companies to 
investigate and experiment along this line. 

For the bank which adopts it the plan is 
not immediately profitable. The initial cost 
of introducing, the heavy expenditures which 
are necessary to impress the public, and the 
time that must elapse before a sufficient vol- 
ume of deposits is accumulated to justify 
the overhead, clearly make it a long-haul 
proposition. 

In our case, we have created a sufficient 
volume of business to justify our expenses, 
and the by-products of the business, which 
naturally accrue from thousands of people 
coming into the bank regularly each month, 
have more than justified our faith. 

The People’s Savings and Trust Company 
of Pittsburgh has not primarily been con- 
cerned about a large profit on this business. 
We felt, and do feel, that it is an economic 
contribution to the general public, and in- 
stills the seed of regularity and thrift in 
thousands of instances where the ordinary 
savings account would hold no appeal. Fur- 
thermore we find it to be an excellent stimu- 
lant to dormant savings accounts already on 
our books. 


A New Appeal 


SSUMING that interest rates are the 
same in any given community, and that 
the factors of safety are equal, competing 
banks heretofore have had no distinctive or 
new talking point in their attempts to per- 
suade people to save money. 
The insured savings plan vitalizes the 
savings account, and attracts people who are 


(Continued on page 285) 
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FINANCING AMERICAN INDUSTRY 


Ux TED STATES GYPSUM COMPANY is not only 
the largest producer of gypsum and gypsum 
products in the country but it has a daily output 
larger than the combined daily output of its five 
largest competitors in the industry, according to the 
published figures. In the last ten years the 
Company has earned over $38,000,000. 


I 1912 we undertook our first piece of financing for the United 
States Gypsum Company in the form of a $1,500,000 Five Year 
6% Note issue. At that time the Company’s annual earnings were 


approximately $400,000 as compared with net earnings in 1926 
of $8,375,000. The 6% notes were called for redemption in 1916, 
prior to maturity, and we underwrote and offered another Five- 
Year Note issue, this time with a 5% coupon. In addition to this 
capital financing, we have been identified with the current financ- 
ing of the Company through the sale of its commercial paper. 


A. G. Becker & Co. 


Chicago New York 


ST. LOUIS MILWAUKEE MINNEAPOLIS SAN FRANCISCO 
SEATTLE PORTLAND SPOKANE 
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There Is An Advantage In Dealing 
With The GUARDIAN GROUP 


Customers of any unit of the Guardian Group have at 


their disposal resources and services of a character and 
scope never before available under one roof within the 
Detroit field—in all major and minor phases of Com- 
mercial, Investment, Fiduciary and Savings banking. 


We invite patronage from those to whom this combina- 


tion of services appeals. 


Comprising with the Guardian Trust Com- 


pany and the Guardian Detroit Company 
the Guardian Group, which offers complete 
banking, fiduciary and investment service 


HENRY E. BODMAN, 
Counsel for the Guardian Group 
RALPH H. BOOTH, 
President Booth Publishing Company 
HOWARD BONBRIGHT, 
President General Securities Corporation 
HOWARD E. COFFIN, 
Vice-Pres. Hudson Motor Car Company 
GEORGE R. COOKE, 
Pres. Geo. R. Cooke Construction Company 
EDSEL B. FORD, 
President Ford Motor Company 
. JOHN C. GRIER, JR., 
President Guardian Detroit Company 
SHERWIN A. HILL, 
Warren, Hill & Hamblen 
ROSCOE B. JACKSON, 
Pres. and Gen. Mgr. Hudson Motor Car Co, 
ALBERT KAHN, 


Architect 


under unified ownership and operation. 


DIRECTOR S 


ERNEST KANZLER, 
Executive Vice-Pres. Guardian Detroit Bank 
JEROME E. J. KEANE, 
Chairman of Board Keane, Higbie & Co, 
ROBERT O. LORD, 
President Guardian Detroit Bank 
ALVAN MACAULEY, 
President Packard Motor Car Company 
W. LEDYARD MITCHELL, 
Vice-Pres. and Gen. Mgr. Chrysler Corp, 
FRED T. MURPHY, 
Chairman of Board Guardian Detroit Bank 
PHELPS NEWBERRY, 
Vice-Pres. Guardian Trust Company 
WM. ROBT. WILSON , 
Pres. and Chairman Murray Corp. of America 
CLARKSON C. WORMER, JR., 
President Wormer & Moore 
CHARLES WRIGHT, JR., 
Beaumont, Smith © Harris 
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Measuring Efficiency of Operation 


By STUART H. PATTERSON 


Comptroller, Guaranty Trust Company of New York 


N these days of high costs of operation 
and low interest rates, bankers are giv- 
ine more thought than ever before as to 
whether they are obtaining as good a re- 
turn for their stockholders as other banks 
similarly situated, and as to whether they are 
keeping pace with the times in the elimina- 
tion of cumbersome methods and lost motion. 
The only practical way of ascertaining this 
is by comparisons with other banks. It is 
true that a comparison of the final outcome 
for the stockholders can be determined by 
ascertaining the amount of dividends paid 
and the increase in undivided profits from 
the published statements of other banks, but 
the further test of whether a bank is making 
the most of its opportunities and operating 
with reasonable economy, can be made only 
by a more detailed comparison of the com- 
ponent parts that make up the net profits. 

For the purpose of assisting bankers in 
this respect, there are given out from time 
to time, along with other valuable data, cer- 
tain statements showing the percentage of 
interest paid on deposits, expenses, losses, 
etc., to gross earnings, and the resulting per- 
centage of the net profits, for the various 
banks in the twelve Federal Reserve dis- 
tricts. As explained above, the purpose of 
these percentage statements is to furnish 
the banks with a yardstick to measure their 
individual operations, and the figures should 
be very helpful; but, unfortunately, due to 
the different manner in which the banks class- 
ify their accounts, and the meager informa- 
tion available for those compiling the fig- 
ures, there is only one phase of this percen- 
tage statement which is of any real value, 
and that is the percentage of net profits to 
gross earnings. 

Of course the percentage of net profits is 
the important thing to know, but an equally 
important thing to ascertain, and something 
that all bankers want to know, is how to 
produce maximum net profits ; and in that re- 
spect percentage statements are deficient. 


7 an attempt is made to compare the dif- 
ferent classes of cost from the figures 
shown in the percentage statement, the re- 
sult is likely to be misleading and, starting 
on an incorrect basis, a policy might be 
adopted by some bank as a result of this 
comparison that might work injury to the 


bank. For instance, on the present percent- 
age statements, the banks in the Cleveland 
district may show a higher percentage of* 
interest on deposits to gross earnings than 
the banks in the New York district. Con- 
sequently, the Cleveland bankers may think 
the solution of their problems is to reduce 
the interest rates on their deposits, while as 
a matter of fact the Cleveland rates to de- 
Positors may already be less than those paid 
in the New York district. 

This may seem paradoxical, but is, never- 
theless, entirely possible, and the reason for 
it is that the divisor for finding the various 


percentages is the gross earnings. Now, the 
gross earnings in many banks consist not 
only of the earnings of the banking  busi- 
ness, but include the earnings from trust 
business, from stock transfer business, for- 


eign exchange, foreign branches, bond bus- . 


iness, etc. Naturally the trust and transfer 
fees and profits from selling bonds have 
nothing to do with the interest paid on de- 


posits, yet they are all included in the gross 
earnings divisor in determining the percent- 
age of interest paid on deposits, so that the 
greater the amount of these non-banking 
earnings included in the gross earnings, the 
lower will be the percentage shown for in- 
terest on deposits. 

This will be very apparent from the fol- 
lowing illustration: 


Without Trust Business 


GROSS EARNINGS 


Banking Earnings ........... $200,000 


Trust 
Total 


Earnings 


Gross Earnings 


DEDUCTIONS 


Interest on Deposits 
Expenses and Taxes 


Total Deductions 
Net Profits 


$200,000 
$100,000 


190,000 
$ 10,000 


Including Trust Business 


Per Cent Per Cent 
of Gross of Gross 
Earnings Earnings 


$200,000 50 
200,000 50 


$400,000 


$100,000 

260,000 
$360,000 
$ 40,000 


PHILADELPH/, 


Interest on deposits 
(Inner white) Net profit 


Expenses 


247 


GNOWHOIY 


Losses 


(Outer white) Interest on bor- 
rowed funds 


50 25 
90,000 45 65 
“A 
S 
< 
Ay 
Z Taxes 
OSX) 
. 
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In one case, the interest on deposits is 
shown as 50 per cent of the gross earnings, 
while in the other case it is only 25 per cent 
of the gross earnings, although the banking 
earnings and interest allowed are exactly 
the same in both instances. 

As the New York district doubtless has 
more trust business, bond profits, etc., than 
the Cleveland district, it will be seen that, on 
the present basis of figuring, it would be 
entirely possible for the rates paid on de- 
posits in the Cleveland district to be lower 
than those paid in the New York district, 
and yet Cleveland would show a higher per- 
centage of interest paid to gross earnings 
than would New York. This same compli- 
cation also arises respecting losses, and, in a 
lesser degree, to expenses. 


OR is this confusion restricted to com- 

parisons between districts. The same com- 
plications arise in the composite figures for 
the banks in any particular district, as some 
banks may have a large trust business while 
others have little or none. Some _ banks 
may have a number of foreign branches 
where only the net profits are taken into 
the books of the parent company. Some 
banks may include their bond profits and ex- 


Country Banker 
(Concluded from page 232) 


ferring to the salesmen). This opened up a 
flood of gratuitous information from the 
lawyer and his salesman, as to how perfect 
the title was; how it had been examined by 
a famous firm of lawyers in the city and 
how they had here right before us the find- 
ings in black and white. 

Our client was impressed and was taking 
their word for everything. He seemed to 
have full confidence in them and apparently 
refused to give any encouragement to my 
suggestion that he had better have his ab- 
stract examined by his own attorney. He 
did not have any attorney and it did not 
seem to him necessary to go to any more 
expense. In fact, he had the whole story 
by heart just as the high-pressure salesman 
had given it to him. 

I suggested that we had our lawyer right 
there in the bank, who could look at the 
abstract in a very short time and make sure 
everything was all right, but our client in- 
dicated his dislike of any delay or added 
expense. 

His conduct was annoying in the extreme, 
because it was apparent to any one of us 
that the men with whom he was dealing 
were sharks and, while no one could tell 
him anything about the value of farm land, 
they could very easily trick him in other 
ways. 

Finally, I told him that it would not cost 
him anything at all to have his abstract ex- 
amined; that I wouldn’t think of making 
such a deal, as he was proposing to make, 
without first-hand knowledge of what I was 
doing, and that if he would delay his trade 
for a few hours I would have our attorney 
examine his abstract without expense and 
verify the statements that these gentlemen 
had made. 
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penses as part of the regular operations of 
the bank, while other banks have security 
companies where only the net profits are 
taken to the parent company, and still others 
where the bond profits are distributed di- 
rectly to the stockholders without ever ap- 
pearing in the books of the parent bank. 

There is reproduced herewith a chart, il- 
lustrating the relative percentages for the 
different classes of cost, as given by the per- 
centage statements referred to, showing 
graphically the wide fluctuations in the per- 
centage of interest allowed on deposits in 
the different districts, which differences 
might entirely vanish with accurate classi- 
fication of the accounts. 

The purpose of this article is not to ad- 
vocate the discontinuance of percentage 
statements of operations, because accurate 
information along those lines would be of 
very great value to all banks in analyzing 
their operations, but to urge banks to adopt 
standard classifications for earnings and ex- 
penses, so that the State Banking Depart- 
ments or the Federal Reserve Board can 
have accurate information from which to 
prepare percentage reports that will be of 
real value to the whole banking community. 

While the proper separation of earnings 


At this he sat stupidly, giving neither ap- 
proval nor disapproval of my proposition. 

Finally I told him that it was his business 
—not ours. If he wanted to shut his eyes 
to a possible loss—to sign like a blindfolded 
man—to go ahead; I would wipe my hands 
of the entire transaction. This brought him 
to a realization that perhaps he was in 
danger and he said it would be all right for 
our attorney to examine the abstract. 

As I left the room, John Collins, the 
lawyer, halted me at the door to say in a 
low, angry voice (so our client could not 
hear him) that that would be the last piece 
of business he would ever steer irito our 
bank. 

Quicker than a flash, I fired back so 
everyone could hear, sharks and all, “I don’t 
want you to steer any business to our bank 
and furthermore, I don’t want any more 
business with you! Your conduct here to- 
day puts you under the gravest suspicions!” 
He settled back into his chair speechless and 
the argument ended there. 

After lunch, when we again assembled, 
our attorney reported that the abstract 
showed that there was $750 back ditch taxes 
due on the property, that our client was to 
receive. I asked our client if he wished to 
assume the payment of those ditch taxes. 

It was interesting to see his face when 
this bit of information percolated into his 
muddled brain. They had assured him that 
the taxes were all paid and that he was 
getting the land free from all debt except- 
ing a mortgage which he was assuming. 

The sly looks that passed between the 
traders, and the abject surrender they made 
instantly, expressing surprise that these 
taxes had not been paid, showed they knew 
the trick they were trying to turn. They 
hastened to assure our client that the tax 
would be paid. 

I suggested to our client that he had bet- 
ter have the check certified or verified by 


-you climb. 
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of different act‘vities has been emphasized, 
because more readily illustrative of the fal- 
lacy of the present figures, it is equally 
necessary that the expenses relating to or- 
dinary banking functions be segregated from 
the expenses of other activities before fig- 
ures of real value ¢an be assembled. 

The adoption of standard classifications 
does not necessarily mean any change in 
bookkeeping methods, as it is merely a 
standard grouping of the results of various 
activities. 

The adoption of standardized classifica- 
tions will have to be done voluntarily by the 
individual banks as apparently there is no 
law covering this point, but it is the start- 
ing point for accurate accounting, and with- 
out it no two banks can accurately compare 
the cost of deposit accounts, or the cost of 
any other activity. Detailed suggestions 
for standardizing bank accounting were 
made by a Committee on Bank Costs to the 
New York State Bankers Association at its 
convention last June, and while refinements 
and improvements can doubtless be made as 
time goes on, these suggestions present a 
concrete plan which it is believed the banks 
of the whole country would find valuable to 
adopt. 


somebody who knew the gentlemen. This 
was another shock to him, but our client 
now was ready to take any kind of advice 
we were of a mind to give him, so, when 
the check was cashed, it had been o.k.’d by 
responsible parties. 

I had never seen our farmer client before; 
I have not seen him since that day, nor have 
I seen John Collins until he dropped in the 
office yesterday. 

Our client never so much as thanked us 
for saving him $750, which was wholly im- 
material to us, but it was a very grave slip 
on his part. No man can afford to ignore 
a service like that, nor can anyone ever 
afford to render a service merely for the 
purpose of receiving somebody’s apprecia- 
tion. 

Referring again to John Collins. Before 
he left the city that day he slapped my 
wrist by telling a lawyer friend that I had 
never gotten over being “a damned school 
teacher still thinking I could lecture him as 
if he were a kid.” 


What Education Is 


DUCATION is merely a means to an 
end—it is not the end. It is the guid- 
ing rail on the stair of life, useless until 
Immersed in the laudable ambi- 
tion of securing an education, it is easy for 
young men and women to get a distorted 
perspective of its importance to the big 
scheme of life. -It is a dependable guide- 
post on the highway, but it is not motive 
power. 
We submit these thoughts because the busi- 
ness world frequently puts a question mark 
back of the wisdom of a college education 
as a major factor of success. Assuredly, it 
is useless unless it developes mental humility. 
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“I Knew Baker-Vawter Could 
Save Us Money on Those Forms ’’ 


Baker-Vawter did it by 
substituting a stock form 
for an expensive made-to- 
order form that formerly 
had been used. 


Over 100 money-saving Stock and 
Standard forms for Banks The Baker-Vawter ma i 


Adaptability—Befor ck form is accepted by Baker- be glad to show you his wide 
P P line of stock and standard 


Vawter it must prove itself by rigorous tests and in actual 
use. Not until its correctness and worth are definitely Probably he will be able to 
proved by bankers is it offered for sale. suggest some money saving 


applications in your bank. 
Service—If you need record forms in a hurry, stock forms 


can be sent to you the same day the order is received. This 
prompt service has saved many banks from embarrass- 
ment when their supply of forms has been exhausted un- 
expectedly. 


Quality—Thirty-nine years of creating and manufacturing 
record forms for banks and commercial businesses has 
taught us how to put into our stock forms the right qual- 
ity to make them stand the rough usage they receive. 


Price—Obviously you can buy Baker-Vawter stock and 
standard forms at less cost than made-to-order forms. 
You can buy as few or as many as you need. We print 
them up in large quantities and keep them on our shelves 
ready to deliver. 


a Attach to 
letterhead and mail 


Correctly designed stock forms, available when you need them 


and built to withstand erasures, corrections and rough handling rs T prow ie Sales Company, 
will help your bank to cut record keeping costs. it onawanda, N. x. 
BAKER-VAWTER SALES COMPANY, INC. e Gentlemen: = 
Pai Without cost or obligation please send 
me a sample of your stock forms to handle 


following records. 


BAKER-VAWTER |.” 
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OU can always select the right device for your re- 


quirements -from the Kalamazoo line of loose leaf 
equipment. 


A large number of devices have been developed to meet the 
LEADERS INTHE | varied needs existing in the compilation and use of bank 


OF LOOSE LEAF | records. Forms for the usual records are carried in stock, 
EQUIPMEN’ 


ron tus wees | and experience and modern equipment enable us to pro- 
OF SUCCES: 


BUSINESS duce special forms with accuracy and dispatch. 


When you need loose leaf equipment and supplies, always 
write Kalamazoo first. 


KALAMAZOO LOOSE LEAF BINDER CO. 


Division Remington Rand, Inc. 
Factories at Kalamazoo, Mich., and Los Angeles, Calif. Sales Offices in Principal Cities 


KALA -DEVICES -AND 
ACCOUNTING - SYSTEMS 
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How Directors May Know the 
Real Condition of Their Ban 


By JOHN I. MILLET 


Author, “Bank Audits and Examinations’”’ 


By Comparing the Statement of Condition With That of Other 
Banks, the Alert Director Can Ascertain Whether Too Much 
Cash Is Being Carried in Non-Earning Assets, the Margin of 
Safety is Too Slight or the Lending Policy is Too Tight. 


RE bank directors as a whole well 
acquainted with the real condition 
of their bank? It may be said 
that as a rule they are, but only in 

a dollar and cent manner. They know that 
their capital, surplus and undivided profits 
is $950,000 or whatever the amount may be; 
that their deposits amount to $5,245,000 and 
so on. Not all know of the relationship that 
should exist between the assets and liabilities 
appearing on their statement, nor do they 
stop to analyze the statement as they would 
that of their own business or a prospective 
borrower. 

Are these relationships or ratios impor- 
tant? Most emphatically yes. One bank in 
a small town had a capital, surplus and un- 
divided profits of $1,145,670 and deposits 
(nearly all commercial) of $3,287,000. 
Either of these items when considered by 
itself was very good, but when considered 
in connection with one another indicating a 
ratio of 1 to 3, it was found to be entirely 
out of line for that particular community. 


A Bank’s Real Condition 


HEN an examination of the bank is 

completed the assets and liabilities are 
assumed to be correctly stated. Often the 
figures are then arranged in a more detailed 
manner than usual. In addition the general 
condition of the assets and liabilities is under 
review and that is the best time to get ac- 
quainted with the real condition of the bank 
by analyzing the balance sheet or statement 
of condition, as you may call it. Ascertain 
for yourself the ratios between the different 
items on the statement. Some examiners in- 
clude such an analytical study in their re- 
port on the examination. The study and 
comparison of such ratios often reveals the 
effects and tendencies of dangerous policies 
which might otherwise remain unnoticed. 

As an example, the fact that too much 
cash is carried in non-earning assets such as 
cash on hand, deposits with other banks, 
etc., may be shown, or that the investment in 
securities is excessive, that the distribution 
of loans is out of line, that the bank is over 
or under capitalized, etc. There are any 
number of ratios, but the principal ones are 
cited below. 

The ratio of capital stock, surplus and 
undivided profits to total deposits is an im- 
portant one from the depositors and stock- 
holders viewpoint. 


It has been termed the ratio of protection, 
margin of safety, etc., as it reflects clearly 
the percentage of shrinkage which may take 
place in the assets before the loss would 
fall on the depositors. Thus, if total de- 
posits amounted to $7,500,000 with total cap- 
ital, surplus and undivided profits of $1,500,- 
000, there would be said to be a ratio of 5 to 
1 or stated in a percentage form 20 per cent. 
In other words 20 per cent of the deposits 
could be lost without any consequent loss to 
depositors. In some banks this ratio is sur- 
prisingly low, in others it is very high; indi- 
cating in one case insufficient capital and in 
the other case too much. The average of 
a large group of banks will usually. reflect 
a ratio of 20 per cent for this item, although 
it will be found that banks with a large pro- 
portion of demand deposits have or should 
have a high percentage, while those having 
principally time deposits may with safety 
have a very low percentage. 

A study made by the Federal Reserve 
Bank of New York during 1924 reflected 
this very clearly: 


Banks having no Time Deposits 


legal reserve on deposit with the Federal 
Reserve Bank of their district. Its adequacy 
may be verified by an inspection of the 
daily reserve statement. As no credit is 
given for cash on hand and on deposit with 
other banks, it is well to ascertain the total 
of cash, cash items and deposits with other 
banks and compare it with the total de- 
posits. The general average appears to be 
15 per cent, i. e., 15 per cent of total deposits 
are carried in this form in addition to the 
legal reserve. 

In the majority of cases this ratio will be 
found to be high instead of low, although the 
bank’s officers should keep this particular 
group as low as possible. Some banks lo- 
cated in the same cities as the Federal Re- 
serve Banks only carry enough cash for the 
current day’s business, obtaining a new sup- 
ply each day. Every bank cannot do this, 
but the item can be effectively controlled. 
Quite often large deposits carried with other 
banks represent the “hangover” from the 
time when out of town clearings were 
handled through correspondents, particularly 


Ratio of Capital, 
Surplus and Undivided Profits 
to Gross Deposits 
(Stated in Percentages) 


Banks having Time Deposits of less than 25% of total deposits 
Banks having Time Deposits of from 25% to 49.9% of total deposits... 
Banks having Time Deposits of from 50% to 74.9% of total deposits. . 
Banks having Time Deposits of from 75% to 100% of total deposits 


This trend is probably caused by the fact 
that a strictly commercial bank invests its 
deposits in loans and other items in which 
there is supposed to be a greater possibility 
of loss. Select a number of banks in your 
locality, figure out this ratio and see how 
that of your own bank compares with it. It is 
one of the easiest ways in which to ascertain 
the relative stability of different banks, pro- 
vided the assets and liabilities are correctly 
stated. 

The bank having a good ratio with a 
steadily increasing trend has in it a good 
selling point, though seldom utilized. 


How Much Cash 


e pry next step is to- ascertain the ratio 
of certain of the assets to the total de- 


posits. Members of the Federal Reserve 
System are required to carry their entire 
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in the case of state banks admitted to the 
System during the last few years. Some 
of the accounts are necessary, but in many 
cases their number can be reduced to the 
advantage of the bank. 

In one case it was found that accounts 
were carried with eight correspondent banks 
totaling $350,000, on which interest was 
only paid at a very low rate on a small por- 
tion. An investigation as to the benefits and 
advantages derived from these accounts 
showed that only two of these accounts were 
really necessary and over $250,000 was re- 
leased for investment in loans and securities. 
Of course, the policies of the bank and the 
needs of its customers will dictate the 
amount of cash to be carried, but it will pay 
to find what percentage your total cash 
bears to total deposits, and if it is too high 
reduce it. One bank had 30 per cent of its 
deposits so tied up in addition to their legal 
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reserve, and therein found one of the rea- 
sons for their low rate of earnings. This 
ratio is also of value in the case of state 
banks, although, as their legal reserve is 
supposed to be partly in the form of cash on 
hand and on deposit with other banks, the 
percentage will naturally be higher. This 
point must be considered in making compari- 
son with other banks. 


Right Proportion of Loans 


HE ratio of loans to deposits is of in- 

terest in that it shows the manner of in- 
vesting the depositors’ dollars. The ratio 
is to a certain extent beyond the control of 
the bank, as it generally advances with good 
business and recedes at times of depression. 
A comparison of the ratio of your bank with 
that of others in your locality will show 
whether your bank is reinvesting its de- 
positors’ money in their own community, or 
not. 

A study of this ratio in a town having 
four banks, each of the same size and having 
the same general character of deposits, 
showed that two of the banks had a very 
low loan to deposit ratio, while the other 
two had a very high ratio. This was found 
to be due to the loan policy, which was very 
tight in the banks having the low ratio. 
They preferred to invest their deposits in 
securities, instead of keeping it in the com- 
munity and lending it to their customers. A 
change in this policy on the part of one bank 
resulted in a_ redistribution of business 
among the different banks and increased 
earnings. Get the statements of banks in 
your town, determine the total deposits and 
total loans; obtain the ratio of these two 
items and then compare with the ratio shown 
by your statement. Does it show that you 
are getting and carrying your right propor- 
tion of loans? 

The ratio’of security investments to total 
deposits is similar to the preceding one. 
Banks having a high percentage of time ac- 
counts will ordinarily have a high percentage 
of securities, which should decrease as the 
commercial accounts with their opportuni- 
ties for loans increase. As a rule the ratio 
will vary, depending on the economic cycle 
and the condition of the money market. It 
will range from almost nothing to 50 per 
cent or 60 per cent-of total deposits. It is, 
of course, necessary for the bank to take 
care of- customers’ loan requirements, be- 
fore making more or less permanent in- 
vestments, but under the provisions of the 
Federal Reserve Act it is possible to bor- 
row on certain bonds very readily. As a 
result members of that System are enabled 
to carry a high ratio of bonds. 

State banks not members of the System 
can follow the same course through cor- 
respondents, but they cannot always be cer- 
tain of obtaining the necessary loans from 
other banks. Some banks having fairly uni- 
form deposits and little local demand for 
loans except at certain seasons, have a high 


ratio of bonds and borrow from their Fed-' 


eral Reserve bank to carry their peak load 
of loans. Many banks have succeeded in in- 
creasing their earnings considerably by in- 
creasing their investments in stocks and 
bonds and borrowing money at certain times 
of the year. : 

In banks having a considerable investment 
in real estate, it is interesting to ascertain 
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Condensed Comparative Statement of National Banks 


RESOURCES 


Cash and Cash Items 
Due From Banks 


Loans and Discounts 


Securities 
Redemption 


Bank and Fixtures 
Other Real Estate 


LIABILITIES AND CAPITAL 


Bills Payable 
Rediscounts 


* Thousands Omitted. 


RATIOS 
Stockholders Capital to Deposits 


Cash, Cash Items and Due from Banks to Deposits 


Legal Reserve to Deposits 
Loans to Deposits 

Securities to Deposits 

Bank and Fixtures to Deposits 


the ratio between such investment and the 
total of capital stock, surplus and undivided 
profits. Sometimes the ratio is rather high, 
although in most cases it is very low. In 
a few cases banks have invested the greater 
part of their capital in large bank buildings 
and branches, leaving little or no capital 
for the transaction of general business. 
Some banks form a separate company for 
their real estate holdings and carry the 
stock as a security investment. Where this 
is found to be the case the stock should be 
taken out of the securities class and shown 
as real estate investment for the purpose of 
obtaining the true ratios. 

The analysis may be continued in as de- 
tailed a manner as is desired by subdividing 


Sept. 28, 1925 
*$ 1,208,577 


June 30, 1926 


*$ 1,426,347 
1,982,848 
1,381,171 
13,427,393 
5,869,868 

33,023 
32,460 
13,803 
32,8 

114,677 

$24,569,527 5,624 

$19,930,062 2,164 

51,155 

53,807 
68,801 
,880 

),328 
3,089,358 


$25,315,624 


14.96% 
16.51% 
6.69% 
65.04% 
28.43% 
3.06% 


the various main classifications given. Thus 
the loan to deposit ratio may be arranged 
to show the proportion invested in time and 
demand, secured and unsecured, etc. Also 
the varicus groups may be classified within 
themselves. For example, loans may be ar- 
ranged to show the portion of the total 
carried in each class, investments may be 
divided to show the portion under each in- 
terest rate, or to show the amounts which 
will mature each year. Deposits may be 
classified to show the portion of time and 
demand accounts, the average account, etc. 

The ratios mentioned when arranged in 
comparative form are also of great advan- 
tage in observing the trend of the bank’s 
policies. 


Constitutional Amendment 


N amendment to the Constitution of the 
American Bankers Association will come 
up for action at the coming convention. 
The object of the amendment, which is pro- 
posed by Nathan D. Prince and J. Elwood 
Cox, is to make the Treasurer of the Asso- 
ciation a member of the Executive Council 
and of the Administrative Committee. The 
proposal in detail is as follows: 

Amend Section 2, Article VII of the Con- 
stitution by striking out the word “and” 
and inserting a comma after the word 
“President” in the second line thereof and 
by inserting the words “and Treasurer” 
after the words “First and Second Vice- 
Presidents” in the third line thereof, so that 
said Section, as amended, will read as fol- 
lows: 


“Section 2. The Executive Council shall be 


composed of members elected by the states and 
the District of Columbia and of the President, 
First and Second Vice-Presidents and Treasurer 
of the Association, ex-Presidents of the Associa- 
tion for a period of three years immediately after 
the expiration of their terms as President and five 
members at large, to be appointed by the President 
with the approval of the Administrative Committee 
at the beginning of his term. The Presidents and 
First Vice-Presidents of the Divisions and Sections 
shall be ex-officio members of the Executive Coun- 
cil. The Chairman of any commissions which shall 
be created under the by-laws shall also be mem- 
bers of the Executive Council.” 


Amend the second paragraph of Article 
VIII by inserting after the words “last liv- 
ing ex-President of the Association” the 
words “the Treasurer of the Association,” 
so that said paragraph, as amended, shall 
read as follows: 


“The Administrative Committee shall consist of 
four elective members of the Executive Council, 
whose terms of office shall continue not more than 
two years during their terms of membership in 
the Council, and who at the time of their election 
shall reside in one of the Federal Reserve Dis- 
tricts not already represented on the Administra- 
tive Committee; of the President, First and Sec- 
ond Vice-Presidents and last living ex-President 
of the Association; the Treasurer of the Associa- 
tion; and of the Presidents of the National Bank 
Division, State Bank Division, Savings Bank Divi- 
sion, Trust Company Division and of the Ameri- 
can Institute of Banking Section, Clearing House 
Section and State Secretaries Section. In the 
absence of the President of any Division or Sec- 
tion from any meeting of the Administrative Com- 
mittee, the First Vice-President of that Division 
or Section may act in his place. At the first 
meeting of the Executive Council after the adop- 
tion of this Constitution, the Council shall elect 
from its elective membership one member of the 
Administrative Committee to serve for a term of 
one year, and two members to serve for a term 
of two years. and annually thereafter at the or- 
ganization meeting provided in Section 7 of Article 
VII shall elect two such members to serve for two 
years; provided that any elective member of the 
Administrative Committee, who is so elected prior 
to the adoption of this Constitution and whose term 
in the Council has not expired shall continue as 
a member until the expiration of his term of 
membership in the Council.” 


Reserve with Federal Reserve 
Customers Liability on 
Letters of Credit Issued 
Liability on Acceptances Executed ..........cccccceceeeeece 
Capital Stock, Surplus and Undivided Profits.................05 
— $24,569,527 
15.95% 
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| New Union Trust Building, Detroit, now v under construction 


ERVICE is the mother of success, and success the mother of 
still greater service. Although this new building symbolizes 
thirty-six years of faithful endeavor, we of Union Trust Com- 
pany look upon it, not as a goal, but as a starting point to even 
finer and fuller cooperation with clients than in the past. 


UnionGrust Company 


Joi First Trust Company in Detroit—Friend of the Family 


Griswold at Congress Street 


When writing to advertisers please mention the American Bankers Association Journal 
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on your SAFETY Paper? 


WHEN you advertise your check and its 
characteristics so plainly on its surface you 

are making it that much easier for the man 

| who wants to raise or alter that check. He 
Write knows how to do it when he knows what the 
deilestifeer paper is and that it depends entirely on a sur- 
sample book show- face pattern. The obvious is rarely the most 
ing varios pes’ Secure. GILBERT SAFETY PAPER has the ap- 
printed checks on pearance of plain bond paper of good quality 
veer,” and is made in white and six attractive colors 
with both surface colors in the tinted sheets 

and chemical reaction to all ink eradicators. 

making it ““THE SAFEST OF SAFETY PAPERS.” 


MANUFACTURED BY 


GILBERT PAPER COMPANY 


Menasha ~ Wisconsin 


ASK YOUR LITHOGRAPHER OR PRINTER FOR SAMPLES AND PRICES 


When writing to advertisers please mention the American Bankers Association Journal 
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The Holding Company in Banking 


By REUBEN A. LEWIS, JR. 


Spread of the Holding Company Idea to Banking Noted as 
New Corporations Set Up Buy and Sell Control of Banks in 
the East. Bancitaly Corporation, With $217,000,000 in Invested 


Capital, Is Largest. 


HE holding company idea is spread- 
ing to banking. 
Today one vast holding company, 
with almost as many individual 
stockholders as General Motors, owns the 
principal block of stock in the third largest 
bank in this country, and holds the actual 
control of two sizable banks in New York 
City and two banking institutions in the 
Kingdom of Italy. It is further known that 
this company—the Bancitaly Corporation— 
has a very substantial interest in another 
fast-growing bank in California that, by the 
process of recent mergers, already has assets 
of more than $100,000,000 at this time. 

The growth of the Bancitaly Corporation 
has been little short of amazing. Starting 
out in 1919 with $5,000,000 in invested capi- 
tal, this had jumped to $217,000,000 by the 
middle of 1927. During the first six months 
of the present year, it experienced a gain 
of more than $100,000,000 in the funds that 
it has for investment. 

In the East there are two holding com- 
panies that have been in operation for some 
time. The Financial and Industrial Securi- 
ties Corporation was organized in January, 
1926, and since that tine has acquired hold- 
ings that its officers value at more than 
$75,000,000. The National American Com- 
pany, Inc., began business about a year later. 
Recently another holding company was set 
up in New Jersey and, within less than a 
month, acquired the control of six banks 
and trust companies in that state. Announce- 
ment of the formation of four more hold- 
ing companies, by men identified with New 
York banks, has been made during the past 
few weeks. One was to have started off 
with a paid-in capital of $20,000,000. 

The earnings that the leading holding 
companies have amassed during the few 
brief years of their existence have been so 
impressive that it seems quite probable that 
the idea will spread to other large cities in 
the United States. But thus far the devel- 
opment has been confined to the financial 
center in the East and in the West. 


Affiliated With Banks 


N the case of the three largest holding 

companies, each is closely identified with 
a banking institution, but in heither are the 
stockholders of the holding company iden- 
tical with the stockholders of the bank. 

The Bancitaly Corporation is closely tied 
to the Bank of Italy National Trust and 
Savings Association of San Francisco, and 
the management of the two institutions is 
virtually the same. 

There is a community of interest between 


the Financial and Industrial Securities Cor- 
poration and the Manufacturers Trust Com- 
pany, of New York City. 

The National American Company is affili- 
ated with the Central Mercantile Bank and 
Trust Company, of New York City, but the 
ownership is not the same. 

And neither of the three holding com- 
panies has been conducted in just the same 
way, the character of operations being some- 
what different in each case. 


Bancitaly Corporation 
Stands Out 


N point of invested capital and magnitude 

of operations, the Bancitaly Corporation 
is the outstanding holding company. It is 
closely affiliated with the Bank of Italy. 
This institution, developed under the San 
Francisco banker, A. P. Giannini, has the 
largest network of branches in the United 
States. Just as the Bank of Italy was the 
first large institution to set up a far-flung 
system of branch banks on a state-wide scale, 
the Bancitaly Corporation was the first mod- 
ern organization to apply the holding com- 
pany idea to banking. 

The Bancitaly Corporation was set up in 
July of 1919. New York, instead of San 
Francisco, was the place of its birth. The 
primary reason for its organization was to 
permit the Bank of Italy interests to set 
up a bank in New York City. The story 
of its beginning is that a group of Italian- 
Americans in New York, impressed with 
the success that the Bank of Italy had 
made in California, sought to persuade the 
Giannini group to come East and conduct a 
chartered bank here. Informed by the 
California interests that they would run 
the bank if the New Yorkers would form 
a banking company, the easterners created 
the Bancitaly Corporation, which served as 
the agency that acquired the East River 
and Bowery National Banks. These two 
banks were merged and served as the nucleus 
for the development in the financial center. 

Its next move in the Metropolitan area 
was to buy out the business of two large 
private Italian banking houses. With the 
restriction of immigration, the private 
banker’s business fell off because the sec- 
ond generation of Italians had learned the 
American way of banking and preferred to 
deal with state and national banks rather 
than with a private citizen. So the Banc- 
italy Corporation bought out Lionello Per- 
rera & Co., which had a private bank 
on Wall Street, and set it up as the Com- 
mercial Exchange Bank. Last March, the 
Joseph Sessa banking business, which was 
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Owns Stock in Ninety American Banks. 


conducted at three offices in Brooklyn, was 
acquired and added as branches of the Com- 
mercial Exchange. 

The Bancitaly Corporation was hardly 
under way before Mr. Giannini and his 
associates realized that it might be made the 
means of providing a suitable investment 
for a great many small investors, who de- 
sired to obtain an interest in the Bank of 
Italy. The demand for this bank stock was 
much greater than the supply so it seemed 
that the logical way to satisfy this need 
was by creating a new investment. Accord- 
ing to James A. Bacigalupi, the president of 
the Bank of Italy National Trust and Sav- 
ings Association, it has always been Mr. 
Giannini’s policy to offer small investors 
an opportunity to share in the earnings of 
his banks and as there was a rather limited 
number of Bank of Italy shares, he em- 
braced the plan of creating a safe and di- 
versified investment that promised to pay 
a satisfactory dividend rate. 


Why Bank Stocks Were 
Selected 


N casting about for suitable investments 

Mr. Giannini decided to buy bank and in- 
surance stocks because he observed that 
these were the only securities that did not 
decline appreciably after the war when the 
industrial depression set in. The banks 
continued to pay regular dividends and, in 
some cases, declared extra dividends. A 
virtual guarantee that the business of these 
corporations would be conducted along 
sound business lines was provided in the 
periodical examination of their books by 
government examiners. Besides being safe, 
bank stocks had a satisfactory history for 
increasing in value. At that time, there was 
not nearly so much activity in bank stocks 
as today and they could be bought at at- 
tractive prices. That Mr. Giannini was 
far-visioned in his purchase of these securi- 
ties was proved by subsequent movements 
of the stocks. Some of the bank stock in- 
vestments have appreciated more than two 
and one-half times since they were pur- 
chased, he recently revealed. The primary 
reason for investing in bank stocks, how- 
ever, was the belief that they would rise in 
value and pay good dividends, in the mean- 
while. 

At more or less regular intervals during 
the life of the Bancitaly Corporation a par- 
tial list of the principal holdings of Ameri- 
can and foreign bank stocks has been made 
public. Late in July, it disclosed that its 
principal stockholding in banking institutions 
was as follows: 
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No. of Shares Name Location 


212,711—Bank of Italy San Francisco 
15,055—Bowery and East River 
National Bank New York 
7,540—Commercial Exchange 
ew York 


ederal 
Savings Bank Hollywood 
9,061—French American Bank..San Francisco 
325—First National Bank. ....Boston 
493—Travelers Insurance Co..Hartford 
465—First National Bank.....Kansas City 
1,100—Farmers & Merchants Na- 
330—Pacific Mutual Life In- 
Los Angeles 
350—Security Trust & Savings 
Los Angeles 
Chase Sec. Corp.....New York 
850—Corn Exchange Bank....New York 
200—Farmers Loan & Trust 
Company ............New York 
50—Fifth Avenue Bank New York 
335—First National Bank.....N York 
2,382—Guaranty Trust 
New York 
6,201—National City Bank..... New York 
950—National Park Bank.....New York 
173—Central National Bank. ..Oakland 
328—Central Savings Bank. ..Oakland 
22—Union Trust Company. ..Pittsburgh 
907—American Trust Co San Francisco 
,316—Bank of California San Francisco 
1,295—Crocker First 
Bank 
12,000—Fireman’s Fund Insur- 
ance Company 
30—San Francisco Bank... ..San Francisco 
1,272—Wells Fargo Bank & 
Union Trust Co........San Francisco 


In addition to these banks, it was known 
that the Bancitaly had picked up a few 
shares in other banks in Philadelphia, Louis- 
ville, Chicago and other cities, but these 
holdings were slight in comparison with 
others. In all, the Bancitaly Corporation 
owns stock in ninety different American 
banks. 

Numerous stories are told among bankers 
to emphasize how closely Mr. Giannini has 
kept up with bank stock in various parts 
of the country. When the American Bank- 
ers Association held its convention at Los 
Angeles in 1926, Mr. Giannini attended a 
dinner gathering of the bankers. The 
banker on his right came from New Eng- 
land, and during the course of the meal, the 
two chatted about banking conditions. The 
New Englander touched upon the satisfac- 
tory progress of his bank. Mr. Giannini 
inquired at what figure the stock was quoted. 
When told, he declared without the slight- 
est hesitation that he would like to buy a 
couple hundred shares. He got the stock. 


Buying Foreign Bank Stocks 


ERHAPS the most interesting phase 

of the purchase of bank stock by the 
Bancitaly Corporation has been its ac- 
quisition of foreign bank stocks, including 
shares in the Bank of England, the Reichs- 
bank, the Bank of France, the National 
Bank of Czecho-Slovakia, the Banque Na- 
tionale de Belgique and other central banks 
of issue. 

In Canada, the corporation holds 550 
shares of the Bank of Montreal. In Eng- 
land, it has shares in Barclays Bank, Hong- 
kong and Shanghai Banking Corporation, 
Midland Bank, Westminster Bank, as well 
as in the Royal Bank of Scotland and the 
National Bank of India. In France, it 
owns a part of the Banque de Paris et des 
Pays Bas, as well as shares in the Credit 
Lyonnais, the Comptoir Nationale de Es- 
compte and other French banks. Stock in 
three of the “D” banks of Berlin as well 
as shares in other German institutions are 


owned. In Switzerland, Denmark, Holland, 
Austria, Hungary and Norway, funds of 
the Bancitaly Corporation have been in- 
vested in the best known banks. 

While bank stocks constitute the largest 
single class of the Bancitaly Corporation’s 
holdings and until recently represented the 
bulk of its invested capital, the last list re- 
vealed that it had bought a large number of 
industrials. The balance sheet as of Febru- 
ary 8, 1927, showed that it had $63,748,412 
in bank shares, composed of $52,680,467 in 
domestic banks and $11,067,945 in foreign 
bank stocks. It had about $30,000,000 in 
other securities. The balance sheet of July 
22, 1927, did not reveal how heavy the in- 
vestments were in these groups. The state- 
ment merely showed securities valued at 
$162,529,458, of which $154,853,284 were in 
the “permanent account” and $7,676,173 in 
the “active account.” 

A list of the industrial securities disclosed 
that the Bancitaly had invested a consider- 
able part of its new capital in the best oil 
company stocks, indicating that it had faith 
in the oil companies staging a successful 
comeback. The July list revealed that 
102,000 shares in the Union Oil Company 
had been purchased while it showed other 
large holdings of 49,200 shares in Pan 
American; 23,000 Royal Dutch; 41,000 Pure 
Oil; 178,150 Standard Oil of California; 
136,835 Standard of New Jersey; 33,300 
Standard of Indiana; 20,200 Texas Company 
and 76,462 in the Shell Union. 

The publication developed that the Banc- 
italy, instead of largely adhering to bank 
stocks as its principal investment, had turned 
to other fields, with its investments made up 
of bank and insurance stocks and general 
industrials, foreign bank stocks and a rela- 
tively small holding of domestic and foreign 
bonds. A part of its holdings were made up 
of real estate in California cities, the pur- 
chases having been made in anticipation of 
future growth and development in the prin- 
cipal cities. 

It is interesting to note that while the 
invested capital jumped more than $100,000,- 
000 between February and July, the new 
shares were issued without any underwrit- 
ing charges or a campaign of promotion. 
There are more than 50,000 stockholders in 
the Bancitaly Corporation. 

While the Bancitaly Corporation actually 
owns the controlling interest of the two 
banks in New York and in Italy, it does 
not own a majority of the shares in the 
Bank of Italy National Trust and Savings 
Association. Its holdings are now given as 
about 18 per cent of the total number of 
shares; but, even with less than a fifth of 
the stock, it is by far the largest single 
stockholder. 


The Financial and Industrial 


N the East, the Financial and Industrial 

Securities Corporation has stood out as 
a security company specializing in a rela- 
tively few bank and insurance stocks. The 
company is less than two years old, having 
been organized early in 1926 by Ralph Jonas 
and a group of his associates. Mr. Jonas 
is a lawyer and a financier, whose most 
prominent activity in the banking world 
has been in the development of the Manu- 
facturers Trust Company. This bank, which 
now has a network of twenty-two offices 
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in the various boroughs of New York City, 
with deposits of more than $225,000,000, was 
started in 1905 with a capital of only $500- 
000. How rapidly it has grown is jndi- 
cated by the fact that today it has a capital 
and surplus of more than $42,000,000, 
Nathan Jonas, a brother of Ralph Jonas, 
is president of the Manufacturers Trust 
Company, and the two brothers are accred- 
ited with having been largely responsible for 
its rapid growth. 

Mr. Jonas and a few associates had accu- 
mulated a large holding of shares in three 
banks—the Manufacturers Trust Company, 
the Bank of America and the Montauk Bank 
of Brooklyn—and in three insurance com- 
panies. These stocks at that time had a 
market value of about $15,000,000, it is gen- 
erally understood. Upon incorporating the 
holding company, it was decided to issue 
three kinds of securities—preferred stock, 
Class A common and Class B common. An 
issue of $25,000,000 in 7 per cent preferred 
stock was authorized as well as 500,000 
shares of Class A common and _ 1,000,000 
shares of Class B common stock. Originally 
the voting power rested with the Class B 
shares, but this distinction was later abol- 
ished and all common stock is now on the 
same basis and has equal voting rights. 

In return for the securities that were 
turned over to the holding company, the 
Jonas group received 1,000,000 shares of 
the Class B stock, which carried the voting 
rights. Thus the control of the Financial 
and Industrial rests largely with this group 
—and it is distinctive in this respect from 
the Bancitaly or National American. 

The initial issue of $15,000,000 in pre- 
ferred stock was sold at its par value of 
$100 a share and carried with it a war- 
rant, entitling the purchaser of each share 
to subscribe to one share of common at 
prices ranging from $18 to $27, depending 
on the time within which the warrant was 
exercised. The stock was oversubscribed, 
and the average price of the original com- 
mon issue was $21 a share. Early in 1927 
the remaining $10,000,000 of authorized pre- 
ferred stock was offered to the old stock- 
holders, who were given the right to sub- 
scribe for additional stock in units of one 
share of preferred and one-half share of 
common at $123.50 a unit, and each unit 
carried a warrant entitling the holder to 
convert one share of preferred stock into 
two and two-ninth shares of common stock 
during the first year of the conversion privi- 
lege, and two shares of common stock dur- 
ing the second year of the conversion period. 

From the start, the corporation has en- 
joyed good earnings, as the bank and in- 
surance stocks have enjoyed substantial 
rises. It has also bought the control of in- 
dustrial companies, consolidated them and 
then sold stock in the refinanced enterprise 
at a good profit. The common stock is 
selling at more than six times what the 
original investor paid for it less than two 
years ago. The stock purchase warrants 
that once sold’ at $2 are now quoted at more 
than $160. 

The Financial and Industrial owns the 
principal interest in the Manufacturers’ 
Trust Company, which has grown by the 
process of acquiring other unit banks in 
New York and merging them with this 
state chartered institution. During this 

(Continued on page 279) 


| 
= 


AMERICAN BANKERS ASSOCIATION JOURNAL 


The New 
Burroughs Multiple 


Register Machine 


ombines Three 
Important Bank Jobs 


An automatic proof that fur- 
nishes all the protection afforded 
by Old and New Balance or Long 
Balance proofs, without it being 
necessary to run these proofs. 
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In brief, here is what this new 
Burroughs offers: 


Posting: Like other Burroughs 
machines, posts customers’ led- 
gers and statements, automati- 
cally adding deposits, subtracting 
checks and extending new bal- 
ance with every posting. 


Proof with clearing items as soon 
as ledger accounts are posted, 
and in time to return items to 
Clearing House. 


Automatically accumulates Journalizing: Automatically 


totals of all checks, deposits and 
new balances. 


Proving: Proof, as soon as led- 
gers are posted, that all items 
have been posted, that checks 
have been posted as checks and 
deposits as deposits. 


makes a journal that shows not 
only the complete detail of every 
transaction, but the old and new 
balance on every active account. 
Moreover, this journal is a record 
of items actually posted. Any 
ledger account may be completely 
reconstructed from this record. - 


Whether or not you are at the present time contemplating the purchase of 
new equipment, you will be interested in seeing this new Burroughs. Tele- 
phone the local Burroughs office or mail the coupon for free demonstration. 


BURROUGHS ADDING MACHINE COMPANY 
6440 Second Bivd., Detroit, Michigan 


Please arrange to show me the new Burroughs 
Multiple Register Bank Bookkeeping Machine. 


Burroughs Adding Machine Company 


Detroit, Michigan 


Burroughs Adding Machine of Canada, Limited, Windsor, Ont. 
Sales and Service Offices in all Principal Cities of the World 


ADDING : BOOKKEEPING - CALCULATING AND BILLING MACHINES 


When writing to advertisers please mention the American Bankers Association Journal 
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Would you cash-~ 1 
if you didnt know his 


For then your teller can send the 
check itself to bookkeepers. Signa- 
ture and amount both can be seen 
by those who have the records. Wd | i 
That is the safest way ‘there is. manamanesiaien 
That is also the prompt and courte- 

Perhaps a check for a substan- ys way, for the check travels with 
tial amount causes some nervous- the speed of thought, and people 
ness. But is there any good reason oytside the grill are unaware of 
why any check should be paid if what takes place. 
there is a reasonable doubt about 
funds to cover? 


What will your teller do? How 
does he know what has happened 
to that man’s balance during the 
several hours previous to the checks 


appearance? 


Are you without this modern ser- 
vice? Ask us for more complete 
What protection do you have? information. Send the handy 


coupon. 
You need some form of protec- 


tion—and the best and safest form THE LAMSON COMPANY 


is Lamson Pneumatic Baby Tubes. Syracuse, N. Y. 


 TLAMSON 
your mor # 
“BABY” TUBES 
PNEUMATIC 


co. 
mplete information on 


When writing to advertisers please mention the American Bankers Association Journal 
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A Profitable Safe Deposit Business 
For Small City Banks 


Survey Made by Seasoned Savings Bankers Shows That Banks in 
Towns Between 4,000 and 15,000 Can Install Vaults and Get 
Satisfactory Return On Their Investment. Most Simple Installa- 
tion Will Cost About $6,000. 


AN the small bank in a town rang- 

ing from 4000 to 15,000 in popu- 
lation install a modern safe deposit 
service and make it pay? 

While there is an admitted value of such 
a convenience to a bank’s customers, and it 
rounds out a bank’s service to the commu- 
nity, what is the outlook for a proper yield 
on the money invested? 

With the view of answering these ques- 
tions that frequently rise in the minds of 
country bankers who are contemplating re- 
modeling or building new banking rooms, a 
group of experienced and prominent savings 
bankers recently made a survey to ascertain 
the costs of installing vaults and safe deposit 
boxes and obtained figures, showing just 
what returns actually had been obtained by 
banks in cities of this size. The group of 
seven bankers, who made the survey, com- 
posed the Committee on Bank Facilities and 
Service of the Savings Bank Division. 

In order to obtain first-hand information 
regarding the cost of installing safe deposit 
vaults, the bankers sought figures and sug- 
gestions from four concerns specializing in 
the manufacture of these products. The 
manufacturers presented also their sugges- 
tions as to the best vault plans. 


What Vault Concerns Think 


HE vault manufacturers were generally 

of the opinion that the inside dimensions 
of a vault should be at least 8 ft. wide, 10 
ft. ‘ong and 8 ft. high. Reinforced concrete 
walls, 18 in. thick, were usually specified. 

Two arrangements were suggested by 
most of the concerns. The first was for a 
vault having a single door, with the inside 
divided into two compartments by a steel 
partition with a grille gate giving entrance 
to the rear compartment. The first com- 
partment is designed for use as a safe deposit 
vault, in which more than a hundred or more 
safe deposit boxes are arranged in sizes ap- 
proximating the requirements of the av- 
erage rural bank. In the second compart- 
ment, there is a stack of steel shelving for 
storage of the bank’s records and books, a 
coin safe with locker base and a stack of 
file cases. 

The other arrangement provides for a 
two-door vault, in which the compartments 
for the safe deposit department and the 
bank’s use have separate entrances by dif- 
ferent vault doors. This second type is 
thought to lend itself more conveniently to 
the general arrangement of the average 
small bank and permits the employees to use 
the bank’s vault without the necessity of 
passing through the safe deposit department. 


Better vault ventilation is possible also with 
this arrangement. 


The Simplest Vault Types 


ROM the data obtained, it would appear 

that banks located in eastern or middle- 
western states could install the simplest 
type of a so-called burglar-proof vault, hav- 
ing a single entrance and a nest of a hun- 
dred or more safe’ deposit boxes, for as little 
as $6,000. As the measure of protection is 
increased through the construction of re- 
inforced concrete walls more than a foot 
thick, as heavier steel doors are included in 
the specifications and as burglar alarm sys- 
tems, vault ventilators, emergency doors and 
other features are added, naturally the cost 
mounts upward. 

One concern presented four suggestions 
with alternate vault plans. Figuring on 
present prices delivered to Pacific Coast 
points, this vault manufacturer estimated 
that-a modern safe deposit vault, with a re- 
inforced concrete surrounding wall a foot 
thick and a 3% in. burglar-proof vault door 
as well as a sound wave burglar alarm sys- 
tem of grade “A” type, a vault ventilator, 
194 assorted safe deposit boxes and two 
chrome steel coin chests and steel filing 
equipment, could be completely installed for 
$8,955. Eastern and middle-western prices, 
it estimated, would be about one-fifth less. 
With an 18-in. reinforced concrete vault, the 
cost was estimated at $9,355. 

Another vault concern advised that the 
same general type of a vault, having a single 
71% in. cast type door and vestibule with a 
5 movement timer; a nest of 175 boxes of 
assorted sizes, a steel partition with grille 
gate, a coin chest with locker base and a 
stack of steel storage shelving, could be 
completely installed on the West Coast at 
a cost varying from $5,550 to $5,650. If an 
electric burglar alarm system were added 
the cost would be more. An average in- 
stallation for “complete” protection would 
be around $1500, it was stated. 

A third concern estimated that a small 
reinforced vault, with an 18-in. wall, a ves- 
tibule with a 314 in. solid vault door equipped 
with two combination locks and a time-lock, 
could be constructed for $2600. A burglar 
alarm, with the entire vault lined, would cost 
about $1,700. Dividing the vault by a steel 
partition, equipped with a nickel-plated slid- 
ing grille gate, would cost $200 additional. 
One hundred boxes would cost from $600 
to $700. A coin chest would enlarge the 
outlay to around $6,000. 

Minimum equipment for a small city bank, 
consisting of 18-inch reinforced concrete 
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walls, a 7-inch steel door with a time-lock, 
an adequate safe and a hundred safe deposit 
boxes, would cost the bank $5,650, accord- 
ing to a fourth concern. 

These figures are for the simplest one- 
door entrance. Quite generally, the vault 
manufacturers recommend a safe deposit 
vault with two doors, so that there may be 
separate entrances into the compartments 
for safe deposit and for the bank’s use. 
This permits the bank employees to use the 
bank’s vault without forcing them to pass 
through the safe deposit department. The 
cost of a double vault, with a first-class 
burglar alarm system and other features, 
would range from $10,910 to $13,510, ac- 
cording to the estimates made by these con- 
cerns. These figures are for installations 
on the Pacific Coast and, on account of 
higher freight charges and handling costs, 
are perhaps 20 per cent more than they 
would be in the East and Middle-West. 


Various Insurance Discounts 


N these days when the safe robber makes 

use of the flaming torch and the latest 
scientific aids, it is necessary for the banker 
to do his utmost to offset this artfulness. 
Electric burglar alarm systems are an im- 
portant part of the safe deposit vault equip- 
ment, so when the yeggmen start their op- 
erations a strident alarm is sounded on the 
outside. As a rule, the vault doors are 
lined so that drilling or burning them will 
set off the alarm. Some banks line only 
the door, while others line every square foot 
of the interior vault surface to get the ut- 
most protection. The installation of a first- 
class system is rather expensive, the cost 
ranging as high as $2,750, even in the case 
of these relatively simple safe deposit vaults. 
Heavy discounts are allowed by insurance 
companies when burglar alarms are part of 
the equipment. These range from 20 to 65 
per cent, the exact discount depending on the 
type of the system installed and whether 
the protection is complete or only partial. 
The vault manufacturers recommend elec- 
tric alarm systems as auxiliary protection 
in cases where they feel the bank can afford 
the expenditure. 

The rates that banks have to pay for in- 
surance against burglary depend upon sev- 
eral factors. Various discounts are allowed 
from base rates. Banks in twelve thickly 
settled eastern states are given a 40 per cent 
discount, because burglaries are much less 
general than in the western states. Lower 
discounts are given bankers in other states, 
while no discount is granted to banks in 
Illinois and Oklahoma. 
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The small towns 
are more likely to 
be preyed upon by 
bank bandits than 
the larger ones, so 
there is a population 
discount. Banks in 
towns between one 
and thousand 
get a discount of 
10 per cent, whereas 
institutions in cities 
of more than 25,000 
are granted a dis- 
count of 40 per cent. 

There three 
classes of burglar 
alarm systems, and 
discounts are grant- 
ed to banks having 
this auxiliary protec- 
tion. For instance, 
if a country bank 
has a burglar alarm 
system of the Class 
C type completely 
installed, it will re- 
ceive a 50 per cent 
discount. A Class A 
system would entitle it to a 65 per cent dis- 
count. 

Besides these, there are other discounts, 
such as for watchmen, for division of in- 
surance so that not more than a certain 
per cent applies to one chest, safe or vault. 

If a country bank had a reinforced con- 
crete vault wall of a foot’s thickness and 
a 3¥% inch steel door on the vestibule and 
kept a round or screw door safe of plate 
construction with a 1 inch body and a 1% 
inch door, it would be entitled to a base rate 
of $2.40 per $1,000. If the concrete wall 
were 18 inches thick, the steel door were 
7 inches thick, and the same type of safe 
were used to store away the bank’s funds, 
it would have to pay a base rate of only 
80 cents or $1 per thousand. Of course, 
it would be entitled to the various terri- 
torial and population discounts and a fur- 
ther allowance for burglar alarm protection 
and other factors. 

This rate would cover the bank’s own 
funds. In the case of safe deposit insur- 
ance against burglary, an additional discount 
of 25 per cent is allowed. This runs to 40 
per cent in the case of safe deposit robbery 
insurance, so the rate on customers’ funds 
is less than that for the bank’s. 

As the result of the general information 
obtained during the survey, the committee 
of bankers arrived at this conclusion: 

“The small city bank will find it profitable 
and desirable to install a safe deposit de- 
partment. The customers of the smaller 
bank will be the best prospects, and the 
people most likely to make use of safe de- 
posit facilities. The bank, however, can best 
judge as to the prosperity of its own cus- 
tomers, thereby determining whether they 
are likely to be in the possession of securi- 
ties, documents, or jewelry, and upon that 
can base and estimate the approximate num- 
ber of people who would be interested in 
making use of safe deposit boxes. It is a 
very easy matter to enlarge this department 
by adding additional boxes when the demand 
increases.” 

Most small banks, it was found, install 
from fifty to one hundred safe deposit boxes 


Stee/ Storage Shelving 


Bank Safe Under 


COIN & BOOK 
VAULT 


A typical safe deposit vault plan for a small town bank 


up, according to their needs. 
cost is from $6 to $7 a box. 

The biggest demand is for the small 
boxes, the smallest annual rental attracting 
the greatest number of safe deposit box 
holders. The sizes that are most popular 
are the 3 by 5 inch, which rent for $3 a 
year, as a rule; the 4 by 5 and the 5 by 5, 
which bring in a rental of $4 and $5. There 
is usually a smaller number of boxes of 
4 or 5 by 10 inches, renting from $5 to $10, 
and a few 10 by 10, which are offered at 
from $10 up. In some instances, where the 
need warranted it, a few boxes of even 
larger sizes were installed. Naturally the 
variety of sizes will depend upon local con- 
ditions. It was found, however, that in order 
to give service, a number of sizes must be 
installed. For instance, one bank, which has 
about 1000 boxes, has the following sizes: 


The average 


x 
x 
x 
x 


The average percentage of boxes rented, 
as obtained from the experience of six 
banks in six towns, was found to be 75 
per cent. The individual banks ranged from 
50 to 90 per cent. The percentage of total 
possible dollar income to be derived from 
the safe deposit boxes ranged from 55 to 90 
per cent, the average being 70 per cent. 

Perhaps the most interesting fact dis- 
covered was that the return on the bank’s 
investment ranged from 9 to 16 per cent. 

As to the matter of personnel, all of 
the cases investigated showed that addi- 
tional help was not required, but some plan 
was arranged whereby employees of the 
bank took care of the safe deposit vault. 

“In these cases, however, the employees 
were well trained to handle the safe deposit 
business of the bank,” the survey sets forth. 
“This point is very important because, in 
case a mistake is made by the bank, the 
bank might be held legally liable if the 
party was not qualified to perform such 
duties. 

“A few pertinent facts should be brought 
to the banker’s notice. As a rule, it is poor 
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policy to say in ad- 
vertisements that 
your vault is 
glar proof. In case 
of loss to the box 
renter, the bank js 
in danger of loss by 
suit because of this 
statement. It is bet. 
ter to state what 
particular protection 
you have provided 
to the box renter, 

“It is advisable to 
have a_ space be- 
tween the wall of 
your building and 
the walls of your 
vault. This is de- 
sirable so that you 
can detect any tam- 
pering of the vault 
from the outside. To 
afford further pro- 
tection to your em- 
ployees, should they 
be locked in the 
vault by force or 
otherwise, it is wise 
to consider the advisability of installing a 
secret telephone within the vault, with a con- 
nection to a point outside your bank. 

“When you arrange for coupon rooms, 
place them so they are in connection with 
the safe deposit vault, but independent of 
the bank cages. This is good protection 
for you and is desirable, too, for the box 
renter.” 

After reviewing all of the facts and con- 
siderations, the committee which made this 
survey is of the opinion that the small city 
bank will find it profitable to provide these 
facilities for its customers. 


New Books 


CORPORATIONS DOING BUSINESS 
IN OTHER STATES. By H. A. 
Haring. Published by the Ronald Press 
Company, New York. $5.00. 


A business corporation within the state 
of its creation is known as a “domestic” 
corporation. In any other state, it is 
classed as “foreign.” To do business in 
another state, without permission and 
without the prescribed license, is unsafe. 
The corporation which neglects thus to 
comply with the law, takes a serious risk. 
Its contracts may prove to be unenforce- 
able and its debts uncollectable. Herein 
has arisen the problem of how to conduct 
a nation-wide business in view of the forty- 
eight sets of statutes to regulate “foreign” 
corporations. To supply, in some measure, 
this information is the purpose of this 
volume. It has been the aim to present in 
compact form all the facts required for 
determination of a business policy, to make 
clear the problem that confronts the cor- 
poration as its business expands over the 
entire country, to present in a single com- 
pilation a digest or tabulation of the cost 
of qualifying to do business in each of the 
forty-eight states and to analyze the more 
important features of state regulations and 
requirements over “foreign” corporations. 
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Classified with the leaders 
when you sign your BLUE BOOK contract 


Look in your latest copy of the 
Blue Book, the July issue in the 
mail this month. Note that lead- 
ing banks and investment houses 
in practically every town of over 
1,000 population take advantage of 
special listing—extra space and bold 
face types. 

You’ll acknowledge the leader- 
ship of the Blue Book’s classified 
and display advertisers. Perhaps 
their ‘advertising sense’ has some- 
thing to do with their leadership. 

* * * * 


Increased space and steady renew- 
als year after year prove that 
special listing in the Blue Book’s 
classified columns is a worth while 
investment. And each succeeding 
isske carries more display advertis- 
ing—-full, half and quarter pages. 

Advertisers have found the Blue 
Book the most economical means 
of covering the entire banking field. 
Their advertising is read by just 
the audience they want to reach— 
without waste. 


Ranp MSNALLY & GomirPANY 


Dept. P-10 
536 S. Clark Street, Chicago 


Washington San Francisco 


Largest Publishers of Banking Publications in the World 
Official Numbering Agent, American Bankers Association 


ESTABLISHED 1856 


270 Madison Avenue, New York 


Investment houses and business 
men throughout the country recog- 
nize these advertisers as _ being 
aggressive and helpful. They con- 
sult the latest Bankers Directory 
for up to the minute information 
on banks and leading investment 
houses—their personnel, specialized 
services, past record, and growth. 


Directory advertisers, among 
other advantages, enjoy the benefit 
of the fee-in-advance system for 
collections and credit reports. Write 
for complete information and rates. 


Los Angeles 


Special listing 
gives these important 
advantages 


The Bankers Directory (Blue Book) lists 
officers, statements, correspondents, etc., 
without charge. 


Special listing at but slight cost gives 
the greater attention value that comes 
with bold face type and extra space. 


YOUR BANK NAME, officers, etc., in hand- 
set type this size, for example, attract better 
attention than 

Your Bank Name, officers, etc., in ordinary caps 
and lower case. 

The extra space enables banks to show 
complete personnel, special service, 
growth and past record. 


More than ‘50,000 
subscribers find this 
service invaluable 


Rand M€Nally service for banks and 
investment. houses is used in whole or 
part by more than 50,000 subscribers 
every year. Note that the Bankers 
Directory (Blue Book) and the two 
publications starred (*) all carry adver- 
tising that reaches a responsible and 
responsive list of readers and buyers. 
Mail the coupon for complete information. 


*The Bankers Monthly—The Maga- 
zine for Bank Executives. Covers every 
phase of bank management and develop- 
ment with a selective circulation among 
the larger banks, metropolitan and rural. 
Subscription $5. Send for introductory 
copy, free. 


*The Bankers Service Bulletin—A 
monthly magazine devoted to bank oper- 
ation, equipment, service, and supplies. 
Sent to the purchasing officer of every 
American Bank of $25,000 capital and 
over. 


Key to Numerical System of the A.B.A. 
—Official publication of the American 
Bankers Association. $2.50 postpaid. 


How Banks Increase Their Business— 
By G. Prather Knapp. A sound informa- 
tive discussion, based on years of experi- 
ence in every phase of bank development. 
Invaluable for bank and trust company 
executives. 326 pages, cloth. - $5 post- 
paid. 


Maps for Bankers—Maps and Atlases 
of every kind for use in bank develop- 
ment, distribution among customers, 
informational use inside bank, etc. 


Rand M©Nally & Company, Dept. P-10 
536 8. Clark Street, Chicago 

Please send me complete information about the following checked (x) 
for your attention: 
( ) Bankers Directory 
( ) Bankers Monthly 
( ) Bankers Service Bulletin ( ) Maps for Bankers 


( ) Key to A.B. A. Numerical System 
( ) How Banks Increase Their Business 


When writing to advertisers please mention the American Bankers Association Journal 
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EADY cooperation and seasoned 


judgment, based upon the experi- 
ence of more than sixty years, account 
in no small measure for the enduring 
relationships between this bank and its 
correspondents. The comprehensive 


service upon which these relationships 
are based is described briefly in a book- 
let, copy of which will be mailed gladly 


upon request. 


FIRST NATIONAL 
BAN Kor ‘CHICAGO 


FIRST TRUST AND 
SAVINGS BANK 


Frank O. Wetmore, Chairman Resources exceed 
Melvin A. Traylor, President $ 450,000,000.00 


When writing to advertisers please 
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The Condition of Business 


Ten Major Elements in Business Situation that Indicate Normal 
Prosperity for Current Year and Satisfactory Carryover into 
1928. There Is $25,000,000 a Day in Foreign Trade. Upward 


ITH the expansion of the au- 
tumn season now well under 
way, it is possible to get a fair- 
ly clear picture of the business 

situation in the third and fourth quarters 
of the current year. Last spring the view 
was very indistinct, with no definite idea 
as to what the agricultural harvest would 
bring, and considerable doubt as to the possi- 
bility of duplicating the record year 1926 
and the effects of the coal strike and Missis- 
sippi floods. Last summer the view was ob- 
scured by the irregularity prevailing among 
various industries, particularly automobile 
manufacturing, which has come to exert 
such dominating influence. 

But now the observer can see the latter 
part of the year developing in quite normal 
and satisfactory fashion. If this year’s rec- 
ord does not quite measure up to 1926, it is 
equally true that business in the aggregate 
will not decline below. the prosperity level. 
Perhaps it is just as well that manufac- 
turing and trade have a normal year and 
realize that new high records should not be 
expected without interruption. If American 
business men and bankers can hold the fluc- 
tuations of economic forces within safe lim- 
its, they will maintain by far the best brand 
of prosperity yet discovered. 


Ten Major Elements Assure 
Prosperity 


EN major elements in the situation give 

the assurance that the final 1927 record 
will be a favorable one. These same ten 
elements, moreover, give a forecast that the 
beginning of 1928 will witness a very satis- 
factory carryover with which to start the 
next year. Very briefly, the following may 
be noted: 

1. One basis for prosperity is the agri- 
cultural situation. Large crops of most 
products are being harvested, the exceptions 
being fruit, cotton and corn, but short yields 
are usually counterbalanced by higher prices, 
and much grain will be marketed through 
livestock at good quotations, so that total 
agricultural income should exceed the esti- 
mated $12,000,000,000 average of the last 
five years. 

2. Another basis for prosperity is easy 
money, and current rates are ruling well 
below October a year ago. While the rea- 
son for these low rates is the heavy gold 
imports combined with the substantial pur- 
chase of government securities by the Fed- 
eral Reserve banks, and a credit expansion 
of over $1,000,000,000 has occurred, going 
Principally into the stock market, neverthe- 
less the fact remains that there is plenty 
of credit available for commercial purposes 
whenever business requires it. 

3. Numerous major industries that have 


Trend in Commodity Prices. Farm Products in New Position. 


been somewhat slack this year are not head- 
ed for depression, but rather for improved 
conditions and large activity in 1928. Men- 
tion might be made of steel, oil, automo- 
biles, coal, textiles, tanning and shoes. Others 
can be depended upon to continue their 
steady progress, as department and chain 
stores, tobacco, tires, baking and farm im- 
plements. 

4. Building construction is another back- 
bone of the prosperity of recent years which 
is still giving a good account of itself. Con- 
tracts awarded in the first eight months of 
this year actually exceeded by one-sixth of 
one per cent the total for the corresponding 
period of 1926. There has been some shift 
away from apartment houses, office build- 
ings and factories to engineering projects 


Farm products on a parity with gen- 
eral commodity prices 


such as roads, bridges, tunnels, etc., and this 
has necessitated some readjustment of em- 
ployment, but the aggregate new building 
and repair expenditure is being maintained 
at record levels. 

5. General commodity prices have become 
firmer and encouraged the expectation of a 
recovery after more than a year of slow de- 
cline. Unusual gains have occurred in farm 
products, which, measured by the United 
States Department of Labor index, increased 
from 134.9 in December, 1926, to 146.2 in 
August, 1927. As the index for all com- 
modities is now 146.6, agricultural prices 
have at last reached a parity with other 
goods, something that has been the farmer’s 
goal for several years. 


The Stockmarket Barometer 


6. During the past year, when many peo- 
ple expressed doubt as to prosperity, the 
stock market barometer could be read only 
one way—clear weather ahead. Prices of 
stocks are high, judging from certain indi- 
vidual issues or from the averages, though 
not all groups have had an advance. Some 
shares may seem overvalued at present, 
others are doubtless cheap, many companies 
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have such sound values as to be recom- 
mended for investment holding at any price. 
Banks have injected some $800,000,000 into 
secured loans and investments for their own 
account during the past year. There may be 
a market break or “readjustment” any time. 
Nevertheless the market itself stands opti- 
mistic as to the future. 

7. The bond market is in healthy condi- 
tion, with prices highest in years. Money 
conditions are easy and the immediate out- 
look is for them to remain so. Large earn- 
ings of recent years have raised many issues 
from the speculative class to the semi-specu- 
lative or high-grade investment classes. 
Heavy underwritings the first half of this 
year, particularly of foreign loans, created 
a congested condition,. and offerings the lat- 
ter part of June were curtailed sharply. 
Not until the last week of August did nor- 
mal volume resume, but meanwhile bond 
houses were apparently able to work off 
their accumulated holdings and new financing 
at present is running along satisfactorily. 
Investor demand is large, and numerous 
foreign loans are in the negotiation stage. 

8. Foreign trade has held up remarkably 
well. Despite fears of foreign competition, 
our merchandise exports for the first seven 
months gained $132,000,000 or 5.3 per cent 
over the same period of 1926. Cotton, grain 
and automobile shipments showed marked 
increases. Despite dire predictions of our 
“domestic markets being flooded with cheap 
foreign goods,” merchandise imports for this 
period were actually $198,000,000, or 7.5 per 
cent less than the previous year. Lower prices 
for rubber, coffee and wool cut down the 
American bill for our huge takings of these 
commodities. 

9. Government finances are in better shape 
than for more than a decade. Debt retire- 
ment continues around the $1,000,000,000 
annual rate which it has averaged since 1919. 
September offering of Treasury certificates 
on a 3 per cent basis marks the cheapest 
borrowing in years and further reduces an- 
nual interest charges. Income tax receipts 
for first quarter of 1928 fiscal year show 
very satisfactory volume, a surplus of at 
least $300,000,000 seems assured, and a 
lowering in tax rates, including corpora- 
tions, is expected next year. 

10. Probable legislation to be taken up 
by Congress when it convenes in December 
causes some concern in the financial world, 
but no actions that would materially affect 
the course of business are anticipated, due 
to the shortness of the session if for no 
other reason. The Mississippi flood problem 
must be taken up and generous appropria- 
tions made. therefore, and farm relief will 
be considered—it is hoped from a sound eco- 
nomic standpoint, looking toward improving 
farm methods, equipment and marketing fa- 


AST 
a 
| 
| 


264 


AMERICAN BANKERS ASSOCIATION JOURNAL 


October, 1927 


cilities rather than price fixing or govern- 
ment guarantees. Tax reduction will be 
bullish to business. Talk of the “election 
year slump” is beginning to be heard, as 
it crops up every four years, but there is 
so far no evidence that this election bogie 
must necessarily hamper the business world 
next year. 


Foreign Trade $25,000,000 
Per Day 


EFERRING in more detail to the ques- 

tion of our foreign trade, it is nothing 
short of remarkable how volume holds up. 
The accompanying summary has been pre- 
pared to show exports and imports by prin- 
cipal groups for the seven months ended 
July of the last two years with indicated 
percentage of change. 


ing the last several weeks after declining 
gradually over a period of more than a year. 
The well-known index of the U. S. Depart- 
ment of Labor, based on wholesale quota- 
tions of 404 commodities, is as follows: 


Wholesale Commodity Prices 


1913 — 100 Aug., July, Aug., 
1926 1927 1927 

137.9 140.5 146.2 
150.8 145.5 146.2 
Clothing materials .. 174.7 170.8 173.4 
179.5 158.5 158.3 
Metals and products 126.6 118.9 119.9 
Building materials .. 171.8 162.4 160.8 
Chemicals and drugs 130.8 121.2 120.9 
Housefurnishings ... 160.8 157.4 157.9 
Miscellancous .....ccceses 121.8 121.1 122.3 
All commodities ........ 149.2 144.6 146.6 


That this not be taken as indicating a 
general recovery in prices, with its result- 
ing widespread effect in all lines, an exam- 


Merchandise Exports and Imports 


Seven months ended July (000s omitted) 


Exports Imports 
1926 1927 % Change 1926 1927 % Change 

Animals and products, edible...... $173,928 $138,707 —20.3 $ 57,564 $ 66,998 + 16.4 
Animals and products, inedible..... 70,683 75,856 + 7. 178,791 205,118 +14.7 
Vegetable food products........... 236,413 294,242 +24.4 494,091 493,304 — 0.1 
Vegetable products, inedible........ 152,645 156,172 + 2.4 527,754 393,055 —25.5 
481,365 520,488 + 8.1 591,245 550,130 — 6.9 
Wood and paper............ee000- 106,421 118,750 +11.6 210,595 207,435 — 1.5 
Non-metallic mineral products..... 427,835 396,570 — 7.3 179,911 147,428 —18.1 
Metals and manufactures.......... 261,379 276,658 + 5.9 216,047 199,845 — 7.5 
Machinery and vehicles............ 457,009 513,862 +12.4 15,596 17,009 + 9.1 
Chemicals and related products..... 70,806 78,983 +11.6 84,562 73,090 —13.6 
Miscellaneous 76,554 77,308 + 1.0 84,843 89,151 + 5.1 

$2,515,038 $2,647,596 + 5.3 $2,640,999 $2,442,564 — 7.5 


The magnitude of this commerce in and 
out of American harbors may :be appreciated 
more fully perhaps if expressed as aver- 
aging approximately $25,000,000 for every 
day in the year. 

Total exports and imports for the seven 
months are at the annual rate of $8,750,- 
000,000. In 1913 the total amounted to only 
$4,277,000,000. 

It will be observed that merchandise ex- 
ports for the first seven months this year 
were valued at $2,647,596,000, which repre- 
sents an increase of $132,558,000, or 5.3 per 
cent over the corresponding period of 1926. 
Gains are shown in nine of the eleven 
groups. 

Imports at $2,442,564,000 were $198,435,- 
000, or 7.5 per cent lower than the $2,640,- 
999,000 in 1926. The losses by groups out- 
number the gains seven to four. 

For this period we have a so-called favor- 
able trade. balance of $205,000,000. This 
contrasts with an unfavorable balance last 
year of $126,000,000. However, fall ship- 
ments of cotton will not amount to so much 
as last year, but at the same time prices of 
many commodities of which we are large 
importers are now lower than a year ago. 

Preliminary figures covering August trade 
show domestic exports of $367,599,000 this 
year compared with $378,324,000 in 1926, 
a falling off of $10,725,000, or 2.8 per cent. 
Imports, however, increased from $336,- 
477,000 last year to $369,001,000 .this year, 
a gain of $32,524,000, or 9.7 per cent. The 
month’s imports slightly exceeded exports, 
giving an unfavorable trade balance. 


Price Trend Is Upward 


HE various commodity price tables kept 
by banks, newspapers, economic services, 
etc., have all followed an upward trend dur- 


ination into the various groups~will show 
that the composite index is up principally 
because of one classification—farm products. 
This group increased in one month from 
140.5 to 146.2, and now stands, for the first 
time in years, on a par with general prices. 
This is due to better prices for grain, cot- 
ton and livestock, 

For the same reason, foodstuffs are up, 
and the rise in raw cotton is reflected by 
higher prices of cotton goods and a gain 
in the clothing materials index. 

It will be observed, however, that fuels 
are well below a year ago, also metals and 
metal products, building materials, chemicals 
and drugs, and housefurnishing goods. 

With the admittedly ample productive ca- 
pacity in most industries, and in the face of 
somewhat indifferent purchasing on the part 
of the public, any heralding of a boom or 


even general recovery in prices seems rather 
premature, and it is difficult to see how an 
marked advance at this time could be long 
maintained. 


Factors in the Money 
Situation 


Haag month we made some observations 
regarding the banking situation and the 
underlying reason for the prevailing low 
rates. The figures covering the month since 
then speak for themselves. 

Rates are admittedly low. Call loans re- 
newal rate in New York during September 
averaged 3.76 per cent, as contrasted with 
4.93 per cent in September last year. Time 
loan, commercial paper, individual banks’ 
“going rate’ to customers, and acceptances 
are down proportionately. 

Expansion in brokers’ loans goes merrily 
onward, each week surpassing the previous 
high mark. On Sept. 21 the total amounted 
to $3,283,750,000. This exceeds by $521,- 
000,000 the amount outstanding one year 
previous, and by approximately the same fig- 
ure the 1927 low point reached in February, 
It is $142,000,000 higher than the peak at 
the beginning of 1926, before the spring 
market crash, and $875,000,000 above the 
liquidated figure in May, 1926. 

Secured loans of the reporting member 
banks on the same date were $6,114,156,000, 
up $430,000,000 compared with a year previ- 
ous. All other loans and discounts (spoken 
of, questionably, as “commercial loans”) 
stood at $8,778,311,000, up $203,894,000 in 
the year. Investment holdings were $6,(40,- 
283,000, up $419,353,000 in the year. 

Therefore total credit expansion of these 
banks amounted to $1,052,953,000 in the 
twelve months’ period, of which four-fifths, 
and probably more, represented either loans 
made for carrying securities or else invest- 
ment purchases by banks. Ordinary business 
demands, as is well known, did not take up 
this credit, for general business is running 
below last year. 

The Federal Reserve’ Bank statement of 
this date shows gold reserves of $2,994,- 
196,000, up $161,500,000 during the year. 
The ratio of total reserves to deposit and 
note liabilities increased from 73.1 per cent 
to 77.1 per cent, demonstrating the strong 
position of the Reserve System, thanks to 
the large gold imports. Bills discounted for 


Loans by New York and out-of-town banks to stockbrokers rise to new high level 
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Are You Satisfied 


nvith your Loan and ‘Discount “Department System ? 


Are your notes properly filed and safely housed ? 
Are you getting notices out on time? Are your 
liability ledgers always in balance? 


Shaw -Walker’s complete system layout for 
the Loan and Discount teller, with a truck for 
taking care of all his. records, will help him do 
better work with less effort. 


All forms are designed for machine posting. 
Interest Abstract provides a recap of total loans 
and interest for each day. Notices are manifolded 
at one writing and filed according to: 1 Discount 
RegiSter, 2 Maturity Tickler, 3 Note Notice; 4 Officers 
Copy. Customers’ direct and indirect liability are 
posted to separate cards. Posting and journalizing 
are done in ove operation. 


Top drawers of this Shaw-Walker truck con- 
tain the notes, indexed according to due date, 
while the notices are filed in the drawers below. 
Ledger cards are housed in trays conveniently 
indexed for posting and reference during the 
day. These trays, together with journal sheet bind- 
ers, fit into truck for moving into vault at night. 


Write for full information about this efficient 
Loan and Discount truck; also for free book, 
“MODERN BANK OPERATING METHODS,” a new 
and authoritative treatise on bank systems 
and equipment. Address SHAW-WALKER, 
Muskegon, Michigan. 


this “Book! 


When writing to advertisers please mention the American Bankers Association Journal 
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member banks amounted to only $414,565,000 
and was $151,000,000 less than a year ago. 


New Financing Again 
Normal 


FTER a cessation of large offerings 
from the middle of June until the last 
week of August, during which time the bond 
market worked off the congestion that had 
occurred as a result of a record half year, 
new offerings are again appearing in normal 
volume and seem to be readily absorbed by 
the tremendous investment demand. Due to 
the high level of stock prices, many people 
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have considered it wise to switch funds into 
high-grade bonds. 

Among the more important issues during 
September were $30,000,000 Southern Cali- 
fornia Edison Co. refunding 5s offered at 
par; $25,000,000 United Light & Railways 
Co. debentures offered on a 5.53 basis; $25,- 
000,000 five-year notes of the Deutsche Bank, 
Berlin, Germany, to yield 6.10; $25,000,000 
Republic of Columbia external 6s to yield 
6.55; and $23,308,000 City of Detroit water, 
school, sewer, etc., bonds due serially and 
priced to give a return of 3.60 to 4.10 per 
cent. 

The accompanying table contains a com- 
plete list of the major offerings last month: 


Major Financing in September 


Issue 
Southern California Edison Co. 
United Light & Railways Co. deb 
Deutsche Bank, Germany, notes 
Republic of Colombia, ext s. f 
City of Detroit, water, school, sewer, 
Gatineau Power Co., Canada, Ist 
New York, New Haven & Hartford R. R. coll. note.. 
Pacific Gas & Electric Co. Ist & ref. E........+... 
Mobile & Ohio R. R. ref. & imp 
Libby, McNeill & Libby, Ist s. f 
Province of Nova Scotia, deb 
Massey-Harris Co. Ltd. s. f. 
Port Alfred Pulp & Paper Corp. Ist s. f. 
Firestone Tire & Rubber Co. of Calif. s. f 
St. Louis Gas & Coke Corp. Ist s. f 
Dixie Gulf Gas Co. Ist s. f. A 
Pennsylvania Water Service Co. 1st & ref. A 
City of St. Louis, building & improvement 
42d St. & Lexington Ave. Bldg., 1st leasehold s. f.. 
American Electric Power Co. conv. deb. A 
A. E. Staley Mfg. Co. Ist s. f 
Montreal Metropolitan Commission 
City of Nuremberg, Germany, ext. s. f 
Fraser Companies, Ltd., Canada, deb 


Yield 
5.00 
5.53 
6.10 


Due 


1952 
1952 


Price 


100 
9914 
1932 9914 
1961 92% 6.55 
1928-57; — 3,604.10 
18,500,000 1956 97% 5.16 
17,000,000 6 100:73 4.50— 
15,000,000 5 4.75 
13,879,000 
12,500,000 
12,370,000 
12,000,000 
10,133,000 
10.900.000 
10,000,000 
9,500,000 
9,200,000 
7,861,000 
6,500,000 
6,500,000 
6,000,000 
6,037,000 
5,000,000 
5,000,000 


Rate 


5 
5% 
6 


Amount 
$30,000,000 
25,000,000 
25,000,000 
25,000,000 
23,308,000 


6 
4—4¥, 
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Texas Bankers Seek Federal Reserve 


HEN Congress convenes, it is to be 

memorialized by the banks that are 
stockholders of the Federal Reserve Bank 
of Dallas to amend the Federal Reserve 
Act so that paper eligible for discount will 
include demand and sight drafts secured by 
shipping documents covering domestic ship- 
ments of non-perishable, readily marketable 
staple agricultural commodities. The mem- 
ber banks in the Dallas district assert that 
failure to include this class of paper was 
evidently an oversight on the part of the 
framers of the act, and inasmuch as this 
bars certain types of commodity drafts that 
are extensively handled by member banks 
from being rediscounted, steps should be 
taken without further delay to remedy this 
situation. 

The decision to seek legislative relief was 
reached during the summer when the stock- 
holders of the Dallas Federal Reserve Bank 
held a meeting in Dallas. The resolution 
asking Congress to pass the amendment ex- 
tending the rediscount privileges of the act 
to cover agricultural products in their manu- 
factured state was sponsored by Nathan 
Adams, president of the American Exchange 
National Bank of Dallas, and was unani- 
mously adopted by the meeting, over which 
W. W. Woodson, president of the First Na- 
tional Bank of Waco, presided as chairman. 

The Texas bankers are urging bankers 
all over the country to indorse the proposal 
and to ask their Senators and Congressmen 
to aid in securing its passage. 

The text of the resolution is as follows: 


Amendment 


“WHEREAS, under the provisions of Section 
13 of the Federal Reserve Act as amended by an 
act approved March 4, 1923, and under the rulings 
issued by the Federal Reserve Board pursuant 
thereto, demand and sight drafts secured by ship- 
ping documents covering agricultural products are 
eligible for rediscount by Federal Reserve banks 
only when such shipping documents cover the do- 
mestic shipment of agricultural products in their 
raw state; and 


“WHEREAS these limitations exclude from the 
rediscount facility of the Federal Reserve banks 
certain types of commodity drafts that are exten- 
sively handled by the member banks of the Federal 
Reserve System in financing the marketing of 
important commodities: 

“Be it therefore, 

“RESOLVED, that the Congress of the United 
States be, and is hereby, requested by Stockholders’ 
Association of the Federal Reserve Bank of Dallas, 
representing the member banks of the Eleventh 
Federal Reserve District, to amend Section 13 of 
of the Federal Reserve Act so as to specifically 
make eligible for rediscount all demand and sight 
drafts secured by shipping documents covering do- 
mestic shipments of nonperishable, readily market- 
able staple agricultural products, or covering other 
nonperishable, readily marketable staple commodities; 
and also demand and sight drafts secured and_ac- 
companied by shipping documents and foreign bills 
of exchange covering foreign shipments of such 
products or commodities and drawn on the pur- 
chaser of such foreign bills of exchange.” 


New Idea in Clearing 


Houses 


ANKERS in the trade territory of 

which Fremont, Neb., is the center 
have under way the organization of the 
Fremont District Clearing House Exam- 
iner Association, which is to include state 
banks in Dodge, Saunders, Washington, 
Douglas and Sarpy Counties, Nebraska. 
National banks will be welcomed in the 
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association by complying with the terms of 
membership, it is announced by Dan y 
Stephens, president of the Fremont State 
Bank and chairman of a committee of twelye 
bankers in charge of the organization work 

The Fremont District bankers will see 
the aid of the Nebraska State Banking De. 
partment in a plan of operation somewhat 
different than that usually followed by coup. 
try clearing houses. They will ask that , 
state examiner be assigned to their district: 
permanently and be made responsible to the 
banks of the district as well as to the state 
banking department. This, the committee 
believes, will cause the examiner to feel a 
greater responsibility, and the permanence 
of his employment would cause him to act 
with greater care and efficiency. Regard. 
ing this phase, the report of the organization 
committee says: 

“Instead of being merely an irresponsible 
critic making reports to his department and 
moving on, like the old-time ‘boarding 
around’ school teacher, without a worry 
about the bank he examines, under the new 
plan he becomes a co-partner in effect with 
the bankers of his district and with full 
power to act. The fact that he is perma- 
nently located in the district, with the possi- 
bility of being adequately paid, gives him 
the ambition to become thoroughly acquaint- 
ed with the borrowers of the district and 
with their signatures. In other words, he 
becomes a thorough credit man for the banks 
of the district. 

“He will find in small towns two and 
three banks, all operating at a loss. By 
careful application of sound business teach- 
ing he will soon be able to consolidate some 
of these banks into stronger institutions. 
He can give a great deal of tine to re- 
juvenation work instead of extravagantly 
using his time striking balances in banks, 
which primarily is not profitable work. 

“The examiner should proceed in his auto- 
mobile from day to day calling on the ex- 
ecutives of the member banks and going 
over with them the weak points in their 
organizations. By visiting these banks 
every week or ten days or two weeks, see- 
ing to it that the steps of rejuvenation of 
the banks are being taken, the greatest pos- 
sible results can be obtained.” 


Auto Production Slack 


production during Au- 
gust showed a seasonal increase as 
compared with July, but was still 28 per cent 
lower than in August a year ago, the largest 
decline from the 1926 level shown by any 
month this year. At Detroit factory em- 
ployment reports indicate 37,000 fewer work- 
ers on the payrolls than at this time a year 
ago. Much of this slack is due to the tem- 
porary shutdown of Ford, as a number of 
the other leading companies are doing 4 
large volume of business and some are 
carrying forward programs of expansion. 
Just what developments will follow the re- 
sumption of production by Ford cannot be 
foretold,” says the National City Bank's 
review, “but the feeling is current in the 
industry that considerable deferred demand 
exists which will come on the market after 
the new Ford models have made their ap- 
pearance.” 


— 
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THE SEATS OF THE MIGHTY ARE MILWAUKEE CHAIRS 
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The befitting dignity, solidity and luxurious- 
ness of Milwaukee Chairs have won them a 
place in many of the greatest banking institu- 
tions in America. 


Illustrated here is an installation of Milwaukee 

Chairs in the directors’ room of the Illinois 

Merchants Trust Company, Chicago. 
Designed specially for this order 


These chairs were made to special order, of 


Chairs that Befit the Banker 


course, yet there are many stock numbers of 
Milwaukee Chairs which are fit to grace the 
most pretentious office or directors’ room. 


If you contemplate refurnishing, or the erec- 
tion of a new building, we will appreciate 
the opportunity to submit photographs of 
Milwaukee Chairs suitable for your quarters. 
A letter to The Milwaukee Chair Company, 
624 South Michigan Avenue, Chicago, Illinois, 


will bring a representative to see you. 


MILWAUKEE CHAIR 


When writing to advertisers please mention the American Bankers Association Journal 
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Profits in the Implement Industry 


By D. RICHARD YOUNG 


The Tendency of Farmers to Apply Factory Methods to Agri- 
culture and Thereby Become Less Dependent Upon Labor Re- 
flected in Increased Production. Progress of the Industry’s Re- 
Earnings Compared With Automobile Manufacturing. 


covery. 


T is noteworthy that in a review of 

America’s leading industries one will 

so often find the beginning reaching 

back through many centuries. Most 
industries that are big have become so be- 
cause they serve the basic needs of man, 
rather than newer wants resulting from 
civilization and prosperity. 

In no field is this fact more forcibly illus- 
trated than in agricultural implements and 
machinery. Historians state that one of the 
very first tools fashioned by primitive man 
was a forked stick with which to plow the 
ground. In times more ancient than any 
written records show, back in the prehistoric 
age of stone and iron, the semi-savage fisher 
and hunter had already learned to cultivate 
the soil in a rude fashion. 

While it is hard to say just when the 
making of farm implements became an_-es- 
tablished industry, it has the longest record 
and the most consistent of probably any 
line. Present outlook is spoken of as ex- 
cellent (in contrast with many other basic 
industries, whose prosperity is lagging), and 
progress since 1921 has been uninterrupted, 
even though during the preceding period of 
agricultural depression tremendous losses 
were suffered. 

. According to a survey just issued by the 

U. S. Department of Commerce, the factory 
value of farm equipment manufactured in 
this country last year amounted to $461,399,- 
528, which compares with approximately 
$391,812,000 in 1925, a gain of 17.8 per cent, 
and $323,367,000 in 1924. 

Farm tractors make up the largest item 
in this total, being valued in 1926 at $145,- 
412,000, which represents a gain of 20.4 per 
cent over 1925. Next comes harvesting ma- 
chinery valued at $46,007,000, representing a 
gain of 62.2 per cent over the year before. 

Other machinery for preparing crops for 
market or use, such as threshers, ensilage 
cutters, corn huskers, feed grinders, grain 
cleaners, etc., account for $34,127,000 and 
increased 19.8 per cent. Plows and listers 
were valued at $33,148,000 (gain 38.5 per 
cent); planting and fertilizing machinery, 
$26,591,000 (gain 27.3 per cent); culti- 
vators and weeders, $20,311,000 (gain 15 per 
cent); harrows, rollers, pulverizers and 
stock cutters, $15,553,000 (gain 52.8 per 
cent). 

Haying machinery was reported worth 
$13,950,000 (loss 9.8 per cent), and horse- 
drawn vehicles, $13,650,000 (loss 22.1 per 
cent), while farm and barnyard equipment 
reported at $8,692,000 and miscellaneous 
small tools, also separators, engines, mowers, 
incubators, silos, windmills, water-pumps, 
etc., at $103,449,000 showed little change in 
1926 as compared with 1925. 


Bankers. and business men who know any- 
thing about farming view this expansion in 
production of agricultural machinery with 
great satisfaction. They feel it signifies 
that American farming is now adopting the 
same methods that have made American 
manufacturing set the pace for the world 
—namely, labor-saving machinery to increase 
efficiency and lower costs, with the conse- 
quent gain in profits. 

Much has been heard in recent years about 
the continued movement of the population 
away from the farms and to the cities, and 
some observers interpret the figures as an 
alarming sign, considering the question of 
future food supply. This is a many-sided 
and important subject, quite apart from the 
implement industry under discussion, but we 
refer to it because of its relation to increased 
use of farm machinery and we expect that 
as years go on a constantly diminishing per- 
centage of our population will be required 
to provide the food supply. 


The Leading Companies 


OLLOWING is a list of the larger 

companies making farm implements with 
their net profits for the last two years. 
The second part of the list is made up of 
concerns manufacturing machinery for grad- 
ing, road building, etc., which because of 
similar characteristics will be treated in- 
cidentally in this article. Figures cover the 
years ended December 31, and are taken from 
reports issued to stockholders and published 
in the newspapers; they show net profits 
available for dividends or to carry to sur- 
plus, ie., after all expenses, depreciation, in- 
terest and provision for taxes have been 
deducted, unless otherwise stated : 


Farm Implements 
Net Profits—000s Omitted 


Advance-Rumely Co. 

American Seeding Machine Co. (1). 
J. I. Case Plow Works, Inc. (2).. 
J. I. Case Threshing Machine Co.. 
Caterpillar Tractor Co. (3) 

Deere & Co. (4) 

DeLaval Separator Co. 
Emerson-Brantingham Corp. (4).... 
International Harvester Co 

Moline Implement Co., Inc 

Nichols & Shepard Co. (3) 


Road Machinery 


Byers Machine Co. (3, 4) 
Erie Steam Shovel Co. (1) 
Insley Mfg. Co. (3) 

Jaeger Machine Co. 
Koehring Co. (3) 
Lakewood Engineering Co 
Marion Steam Shovel Co. 
Russell Grader Mfg. Co. (2 


(1) Years ended June 30. 
(2) Years ended Aug. 31. 
(3) Before interest, taxes, 
(4) Years ended Oct. 31. 
(5) Years ended Nov. 30. 
(D) Deficit. 
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Wonders of the ‘‘Combine”’ 


URING September the writer made 

trip from New York to California 
where an opportunity was had of visiting 
a number of farms, talking with farmers 
and many bankers in agricultural communi- 
ties and confirming all that has appeared in 
newspaper reports telling of the sales and 
operations of new farm machinery this year, 
particularly the wheat “combine.” Another 
impressive feature of such a trip out 
through the central states and returning 
through the South was the rapidly increas- 
ing number of tractors seen, often at night 
with their bright headlights, plowing, culti- 
vating and harvesting. 

Combines have been on the market for 
a number of years, but the new models have 
improvements beyond comparison with the 
old. These models were developed by vari- 
ous manufacturers a few years ago, then 
production speeded up to over 11,000 ma- 
chines in 1926. The machine cuts and 
threshes the grain in one operation, thereby 
eliminating several processes formerly em- 
ployed. Instead of cutting the grain over 
a period of two weeks or so, before it is 
fully ripe, or else after it becomes over- 
ripe, then using expensive binder twine, 
stacking the sheaves in the field to either 
mature with favorable weather or be greatly 
damaged in case of rainy, cold weather, and 
then be threshed, the new combine enables 
the farmer to allow the grain to fully ripen, 
then cut the entire harvest in a day or two, 
and have it threshed at the same time. 

Active sales of combines have been made 
in the Southwest, Northwest and Central 
States, and there are heavy sales also to 
Argentina, Europe, Russia, etc. Exports of 
combines alone during the first seven months 
of this year were valued at $2,544,909 as 
against $1,162,051 in the corresponding period 
of 1926. The implement trade considers 
the combine a most important development 
in the agricultural situation and feels it is 
one of the first steps toward solving the 
farmer’s problem by putting farming on 
an up-to-date and efficient basis comparable 
with modern industry, as contrasted with 
relief legislation, etc. 


The New Harvest Hand 


EMAND for combines for this year’s 
grain harvest was so great that farm 
equipment manufacturers were unable to fill 
their orders, particularly for smaller ma- 
chines, according to the National Associa- 
tion of Farm Equipment Manufacturers. 
It is estimated that farm equipment com- 


(Continued on page 272) 


1925 1926 
541 440 
D 56 179 
3,469 3,818 
4.458 5,003 
4,515 7,663 
812 1/019 
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312 384 
427,618 
1,603 1,763 
81 258 
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599 642 
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Patent applied for 


“25% More work done each day” 


HE drawers of the “SY and E” Commercial Book- 

keeper’s Desk contain an almost automatic check 
sorter, signature card files, ample check files, a rack 
for new posting sheets. Its sliding top provides firm 
and comfortable desk surface. 


And all in the space usually occupied by the shelf 
of the bookkeeping machine! 


i: By keeping all essentials at the finger-tips it sim~ 
% plifies the bookkeeper’s working day and increases 
E ” the work done by 20 to 25%. 


Mail the coupon below for a descriptive folder on 
this desk and for quotations on your printed forms. 


YAWMA. anp FRBE Mrc.(@. MAIL THIS COUPON 


1085 JAY STREET ROCHESTER, N. Y. 
YAWMAN AND ERBE MBG. CO. 
1085 Jay Street, Rochester, N.Y. 
Steel and Wood Filing Cabinets—Steel Shelving—Desks—Safes [—] Please send me a folder [] Enclosed find samples of 


—— on your new Commercial bal our ledger cards and state- 


—Office Systems and Supplies—Bank and Library Equipment Bookkeeper’s Desk. ment sheets. Kindly quote us 


When writing to advertisers please mention the American Bankers Association Journal 
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Stephen I. Miller 


Who Has Resigned Educational Director- 
ship of the A. I. B. 


Callable Foreign Bonds 
By CHARLES F. SPEARE 


N Sept. 15 announcement was made 

of the first redemption of $4,259,800 

German government 7 per cent 

bonds at 105. At that time these bonds were 

quoted in the market at 107. They had sold 

during the year at 10914. Those whose num- 

bers were drawn by lot will, therefore, be 

compelled to surrender them on Oct. 15 at 

a price $20 per $1,000 bond below the ruling 
market quotation. 

French government 8 per cent bonds in 

=> “¥- mid-September were being dealt in daily at 

rae wai 111. It is probable that they will be re- 

Exchange National Bank Building, Tulsa, .Okla. 3] . deemed some time within the next six months 

ab at 110. 


The illustration shows a structure 400 feet vr The situation surrounding foreign gov- 
ernment, state, municipal, and corporation 


high and 300 feet long, built in three oper- ‘i issues that contain a call feature is one that 


tions. compels a close sudy of he indentures drawn 
: when these bonds were purchased by an 


American banking syndicate and subsequent- 
The first and second sections built in 1917 ly distributed to the investors of this country. 


and 1923 are embodied in the lower build- Following is a list of over 100 such issues 

ing at the right. The third section. now containing the call or sinking fund price, 
d A aol d h ’ d the year in which either is operative, and 

under construction, includes the tower an 

the lower building on the left. The tower Of the total, over half are already sell- 

(supported by cantilever construction) over- ing at a premium over the call figure. A 

hangs the second section twenty feet. 


als 


= 


1 


ot 


als 


great many are subject to redemption in 
the next five years; not a few within three 
years. It will be remarked that the issues 
of Scandinavian countries, as well as those 
of Holland, Switzerland, Germany, France, 
Belgium, and several of the South Ameri- 
can republics are even now many points 
above the figure at which they may be taken 
up when the time arrives. 

The present holder of these bonds, if he 
subscribed at issue, has a substantial profit. 
Owing to the high rate of interest paid 
on his security, he can afford to take the 
risk of an early call. The individual who 
is limited to the purchase of one or two 
bonds should from now on exercise care 
in the selection of issues that will not show 
-him a loss of principal if taken up soon. 


The quotations given in the following table 


The third commission from the same insti- 
tution in eleven years indicates their com- 
plete satisfaction in the Design, Engineering 
and Construction Management Service of 


Se) 


30) Sie 


He 


2 


WEARY AND ALFORD COMPANY 


BANK AND OFFICE BUILDINGS 
1923 CALUMET AVENUE 
CHICAGO 
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Call Present Earliest 
Coupon Maturity Price Price Call Date 


New South \\ ales 5 1957 100 1942 
Republic of !‘rance 1941 van Non-callable 
Republic of ['rance... 1945 110 Anytime 
Republic of ! fund only 
of the Sei 1 
1934 Non-callable 
1936 Non-callable 
1958 % 1932 
1932 
Anytime 
1934 
1929 
1931 
Anytime 
1939 
Sinking fund only 
fund only 
19 
Sinking fund only 
1931 
1930 


RN 


aris-Lyons- Med. R.R. Co 

Orleans R.R. C 
Nord Railway Co 

Est Railroad Co. 

Kingdom of Belgium 
Kingdom of Belgium 
Kingdom of Belgium 
Kingdom of Belgium 
Kingdom of Belgium 
Kingdom of Belgium 
German Government 
Free State of Prussia 


NON 


REN 


ree State of Bavaria 
Main- Danube Corp 
State 

ate of Bremen 
jad Con. Municipal Loan 
City of Berlin 
City of Cologne. 
City of Leipzig. . 
City of Munich... 
City of Dresden........... 
City of Frankfort-on Main... 
City of Heidelberg... 
Central Bank for Agriculture 
Electric Power Corp 
Berlin City Electric Co., Inc 


1930 

1931 

Sinking fund only 
1931 

1930 

1930 

1931 

1930 

1935 

1930 
Anytime 
1935 
Anytime 

To Dec., 1931 


To Oct., 1931 
1930 


To June, 1931 ANKS today insure 


nytime 
3% themselves not only 
1931 
1930 against actual loss but 
ye fund only 
Sinking fund only against public criticism at 
Sinking fund only 
1932 the same time. Insufficient 
1929 
1930 protection is costly. Be sure 
1934 
yours is adequate. 
1929 
1932 
1934 May we have our agent in 
1934 your city give you the facts 
1934 b 
1934 about our 
1941 
1928, sinking fund BANKERS’ BLANKET BOND? 
1934 only, as whole 
in 1937 

Anytime 
1932 
1932 
1936 
1939 
1930 
1937 
1937 
1943 
1931 
1933, for sinking 

fund, anytime, 

at 102%. 
1936 
Sinking fund only 


Berlin Electric E. & U. R.R. 
Hamburg Electric Co 

General Electric Co., Germany 
United Steel Works Corp., Germany 
Rheinelbe Union 

Kingdom of Denmark 
Kingdom of Denmark 

Danish Con. Municipal Loan 
Danish Con. Municipal Loan 
City of Copenhagen 

Mortgage Bank of Kingdom of Denmark.... 
Kingdom of Norway 

Kingdom of Norway 

Kingdom of Norway 

Kingdom of Norway 

City of Bergen 

City of Bergen 

Swedish Government 

Swedish Government 

Republic of Finland 

Kingdom of the Netherlands 
Kingdom of the Netherlands 
Dutch East Indies 

Dutch East Indies 

Dutch East Indies 

City of Rotterdam 
Government of Switzerland 
Government of Switzerland 
Austrian Government 
Kingdom of Italy 

City of Rome 


RN 


NN 


AHA HD HA HD ANAM WMI IAI IAN ANI AAN ON 


Czechoslovak Republic 
Czechoslovak Republic 
City of Greater Prague 
Greek Government 
Kingdom of Bulgaria 
Republic of Poland 
Republic of Poland 
Kingdom of Serbs, Croates, Slav 
Republic of Cuba... . 
Dominican Republic. . 
Republic of Panama 


70057 
ry 


Sinking fund only 


United States Fidelity 
Anytime and Guaranty 


Sinking fund only 
Sinking fund only 


cui -callabl Com 
Mortgage Bank of Chile Soking fund only P any 
portgage Banks of Chile 3 Sinking fund only 
ic of Bolivia 8 
Republic of Bolivia BALTIMORE, MARYLAND 
Anytime 
4 
inking fund onl ‘ 
Sinking fund pe Over 7,500 Branches and Agencies 
1935 in United States and Canada 


1931 
To April, 1931 
1931 


Anytime 
Sinking fund only 
1939 


1 
Sinking fund only 
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é 
AND 
| Su, 
#9 
| 
| 
1950 105 103 
1935 100 103% } 
1947 102 100 5% 
1950 100 99 
1945 100 101% 
1945 103 100 
1950 105 105 
1950 100 101% 
1950 100 97% 
1951 102% 97% 
1935 103 102 
1945 105 104 
1951 105 97% 
1946 105 11534 
1942 105 105% 
1955 100 102 
1946 107% 111% 
1955 100 100 
1944 100 101 
1970 100 101% 
1943 100 10234 
1944 100 102% 
1952 100 103 
1965 100 102 
1949 100 101% 
1945 110 114% 
1939 102 105 
1954 100 104% 
1950 100 100% 
1954 100 103 
1972 100 106% 
1947 100 105 
1953 100 103 
1962 100 105 
1964 100 105 
1940 105 113 
5 1946 100 104% 
1943 100 102% 
1951 100 96 
6 1952 100 91% 
State Loan of Kingdom of Hungary........ 7% 1944 100 102 
1945 105 105% 
1952 108 107% 
1952 102 105 
1964 100 97 
es ws 1967 100 91% 
1940 100 844% 
1950 105 100 
1962 110 100% 
1953 100 102 
1942 101 101 
1953 102% 102% 
Republic of Panama................e0000. 1956 103 100% 
Government of Argentine Nation........... 1957 100 99% 
Province of Buenos Aires.................. 1936 102% 98 To Jan., 1928 
Province of Buenos Aires...............+.. 1952 100 99 Sinking fund only 
City of Buenos 1955 100 100 % 
Republic of Uruguay..................-.. 1946 105 111% 
Republic of Uruguay..................... 1960 100 96% 
City of Montevideo....................... 1952 100 104 
Republic of 1960 100 924% 
Republic of 1961 100 924 
UE NIO UO Stl... 196 106 98 
City of Rio de Janeiro................... 1946 105 105 
City of San Paulo... 1952 100 113% 
Imperial Japanese Government. 1954 100 101 
Toho Electric Power Co., 1955 100 98% Anytime 
Great Con. Electric Power Co., Ltd... ....: 1944 100 98% 
Ujigawa Electric Power Co., Ltd....... 1945 100 100 
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PARAPHRASED PROVERBS 


Great Losses from 
Little Lapses Grow 


Be sure that your collection 
items are free of such avoid- 
able costs as result from: 


Indirect routing 
Infrequent tracing 
Delayed advices 


Unnecessary collection 
service charges 


Receipt of mail limited to 
“banking hours” 


Our continuously operating 
Transit and Collection D 2part- 
ments receive and forward 
collections and advices both 
day and night. 


All items received at par. 


THE 


PHILADELPHIA-GIRARD 
NATIONAL BANK 
PHILADELPHIA, PA. 


Capital, Surplus and Profits—$28,750,000 


—_ 


Profits in the Implement 


Industry 
(Continued from page 268) 


panies manufactured and sold 15,(00 com. 
bines, but this amount was insufficient by far 
to meet the suddenly awakened demand, 
Production of combines next year probably 
will be greatly in excess of the present year 
if crop prospects justify. Reports say fully 
half of this year’s grain crop was harvested 
by combines. 

Results in Kansas have proven the prac- 
ticability of the combine in solving the labor 
problem. The farm labor division of the De. 
partment of Agriculture at Kansas City says: 

“In Kansas, the need for outside labor has 
been reduced nearly 50 per cent. This jg 
largely due to the combine. Last year the 
wheat crop was the second largest ever, 
The combine reduced labor requirements 
until they were no larger than a normal 
year, when 30,000 laborers were required, 
At present only one outside harvest hand 
for every 300 acres of grain is needed. The 
itinerant class is being eliminated.” 


At Last A Cotton Picker 


N a despatch from its Chicago bureau, 

the Wall Street Journal repcrts that In- 
ternational Harvester Co. has developed, 
after many years of experiment, what it 
believes will eventually prove to be a line 
of practical cotton harvesting machines— 
a picker, stripper and cleaner. 

New machines are intended and expected 
not only to eliminate handpicking, which is 
one of the largest items of cotton produc- 
tion costs, but also to enhance the grower’s 
profits by picking closer, and producing 
cleaner and higher-grade cotton. If these 
expectations are fulfilled, the new machines 
are likely to become one of the most im- 
portant additions made to farm equipment 
in many years. They should prove as help- 
ful and essential to cotton production as 
the binder and the combine are to small 
grain farming. 

This new line consists of three machines: 
a mechanical picker, which gathers only 
ripe cotton; a stripper, which removes all 
the bolls from the plants, both ripe and 
unripe; and a cleaner, which removes the 
cotton from the stripped bolls. The latter 
two operate as a unit. 

The evolution of the new cotton harvest- 
ing machines goes back some thirty years. 
The basic principle of the Harvester cotton 
picker—whirling notched spindles to extract 
the cotton from the bolls—was developed in 
the early nineties. For many years, Inter- 
national Harvester has actively assisted 
various inventors working on machine har- 
vesting of cotton, but only during the last 
five years have its own engineers applied 
intensive efforts to a practical solution of 
the problem. : 

It is difficult to estimate the economic 
importance of these new cotton harvesting 
machines. Already in the Southwest, where 
growers have been quick to take advantage 
of power machines for plowing, planting and 
cultivating, cotton is being brought to the 
harvest stage without the necessity of hand 
labor. One man with the most modern 
tractor-operated implements can take care of 
100 acres of cotton up to the harvest, where- 
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as one man and one horse or mule can 
handle only about ten acres. 

Now come the cotton harvesting ma- 
chines, also made possible by the tractor 
and the power take-off, promising to 
mechanize the whole cycle of cotton pro- 
duction, and to effect reductions in harvest- 
ing costs comparable with the economies 
already achieved in cotton tillage. 


Reducing Farm Operating 
Costs 


ARMERS in many other sections of the 

country are taking renewed action to 
remedy the unsatisfactory situation in which 
they found themselves as a consequence of 
the fall in prices in the last seven years. 
Not only have they gone in more and more 
for live stock, dairying and crop diversifica- 
tion, but they have studied ways and means 
of cutting down production costs to combat 
the lower net returns. 

Sales of farm machinery in the last year 
would seem to indicate that agriculturists 
realize the value of power machinery and 
are rapidly getting to a position at which 
they can purchase such equipment. 

The president of a large implement con- 
cern expresses the opinion that farmers are 
realizing that the hope of farm profit lies 
quite as much in their ability to cut farm 
production costs as in the hope af high 
market prices. Especially in wheat pro- 
duction significant changes are occurring. 

A foremost agricultural expert in Mon- 
tana has reported that “important shifts to 
low-cost practices are in progress,” and that 
“the engineering side of agriculture is as- 
suming a new importance.” 

Early winter orders from the Northwest 
indicate that a farm equipment replacement 
program is finally in effect. After the 
severe depression of 1920 and 1921, sales of 
new farm machinery dropped almost to 
zero. Sales of second-hand equipment, on 
the other hand, went up rapidly. The steady 
demand for new equipment in 1927, the en- 
couraging volume of sales and the favor- 
able field reports on the outlook for the 
coming year indicate that the expected re- 
vival of sales for the replacement of ob- 
solete and worn-out farm equipment may 
be expected to continue. 

The Department of Agriculture in its 
$10,000,000 campaign this year against the 
corn-borer made heavy purchases of trac- 
tors, plows, special apparatus, etc. 


The Bankers Readily 
Approve 


HE attitude of bankers in agricultural 

sections toward expenditures for more 
modern farm machinery is well expressed in 
an article by Henry J. Allen, ex-Governor 
Kansas, 1919-1923 and editor of the Wichita 
Beacon, which appeared in the September 
issue of the Review of Reviews. Governor 
Allen, who is a practical farmer, concludes: 

“The final proof that the combine has 
come to stay is in the approval of those hard- 
headed censors of the farmers’ business, the 
country bankers. They do not take the 
attitude they once assumed toward the farm- 
ers’ buying of automobiles. ‘We do not 
discriminate against loans on tractors or 
combines,’ said one banker. ‘We still make 
our loans with a very large consideration 
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The Bell System 


plant investment is 


greater than the largest 


railway system’s 


N its daily handling of more than 53,000,000 

telephone conversations, the Bell System util- 
izes the abilities of more than 300,000 men and 
women, and has an investment in plant facilities of 
$7,000,000,000. 


Investment counsellors recommend A. T. && T. 


because: 


Its business is of an indispensable character. Q It— 
and its predecessors— have paid dividends regularly 
for 47 years. Its earnings provide an ample mar- 
gin of safety above dividend requirements. @ Its 
management is far-sighted, conservative, and yet 
progressive. @ Its research and laboratory work, 
employing 3,500 people, is untiring in its quest for 
means that will bring the nation’s telephone service 
nearer to perfection. 4 It owns over 91% of the 
combined common stocks of the operating companies 
of the Bell System. 


A. T. & T. stock can be bought in the open market to secure 
a good return, Write for booklet, ‘* Some Financial Facts.”’ 


BELL TELEPHONE 
SECURITIES CO. Jue. 


195 Broadway @] 8} New York City 
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At America’s 
Railroad Center 


If your business flows to 
or from Chicago, you may 
find it to your advantage 
to use the financial insti- 
tution maintaining direct 
banking connections with 


3600 business centers 


The CONTINENTAL and 
COMMERCIAL 


BANKS 


CHICAGO 


RESOURCES HALF A BILLION—AND MORB 


of the individual despite his collateral, We 
realize that motor machinery for farm work 
has arrived and that it is a saviny element 
in his business. Therefore, if he is a thrifty 
farmer, whose acreage justifies tractors and 
combines, or whose neighborhood will {yr. 
nish him employment for the same, we 
assist him to make the investment.’ 
“This banker lives in a western county 
75 per cent of whose wealth is in wheat 
farms. ‘We haven’t had a farm-hand prob. 
lem out here for four years,’ said he. ‘With the 
use of this machinery we have ample labor 
to cultivate these broad acres without drud- 
gery. We can now make money on a wheat 
field even though the yield is only a few 
bushels to the acre. Formerly we could not 
afford to cut some of the wheat because the 
yield was so light. We can afford now to 
harvest a wheat field with a combine if we 
do not get more than three bushels to the 


acre. 


A Concentrated Industry 


HE agricultural implement industry has 

been concentrated for many years and 
frequently the charge of monopoly and 
combination in restraint of trade has been 
brought against it. The Federal Trade 
Commission in its exhaustive investigation 
into the high prices of farm implements, 
published in 1920, stated that twenty-two 
manufacturers controlled 85 per cent of the 
business. 

This marked development toward con- 
centration of the industry into fewer and 
larger plants the Commission regards as the 
natural outcome of the increasing capital 
investment required to do business, owing 
to the costliness of the machinery manu- 
factured and the expensive credit and ser- 
vice systems maintained. Another reason 
for the concentration has been the intense 
competition which resulted in stronger con- 
cerns driving the weaker ones out of busi- 
ness. Numerous mergers of competing com- 
panies have also contributed to reduce the 
number of manufacturers. 

The largest factor in the industry today 
and for a quarter-century back is Inter- 
national Harvester Company, with head- 
quarters in Chicago. This company manv- 
factures a complete line of farm operating 
equipment and industrial tractors, as well as 
motor trucks and coaches. The present 
corporation was incorporated under New 
Jersey laws in 1918 to succeed a former 
company of the same name organized in 
1902 to consolidate the McCormick Harvest- 
ing Machine Co., Deering Harvester Co, 
Warder, Bushnell & Glessner Co., Plano 
Manufacturing Co. and Milwaukee Har- 
vester Co. 

At the time of consolidation these five 
concerns were the principal manufacturers 
of harvesting machines and were said to con- 
trol 85 per cent of the total output at the 
beginning, but in later years the company 
was partially dissolved and now controls 
a much smaller percentage of the industry. 
It is understood that just this year the 
company reached a final agreement in set- 
tlement of the government’s anti-trust sutt. 

The industry has also been attacked by 
the government because of the practices ol 
its trade associations, described in the vo- 
luminous report by the U. S. Commissioner 
of Corporations which was published in 
1915. 
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The Profit Margins 


NTERNATIONAL Harvester Company 

reported net profits last year of $22,- 
658,892. Its capital consists of $65,568,400 
7 per cent cumulative preferred stock and 
$99,876,772 common of $100 par, with a sur- 
plus at the beginning of 1926 of $64,934,939. 
On this total invested capital of $153,162,- 
231 the year’s profits represent a return of 
14.8 per cent. 

This is a very satisfactory y.eld, but could 
hardly be called excessive .for the oldest 
established and largest company in an in- 
dustry, in the most successful year of its 
history. In 1831 Cyrus H. McCormick 
demonstrated the first practical reaper in 
a Virginia oat field. It is noteworthy that 
capitalization includes no good-will item 
whatever—although the actual good-will built 
up from years of research, manufacture and 
advertising is doubtless worth fully as much 
as its physical assets appearing on the bal- 
ance sheet. If good-will were introduced, the 
figure of return on capital investment would 
be reduced accordingly. 

The leading company in the automobile 
industry last year made $176,085,144, or 
nearly eight times as much as Harvester, 
representing a return of 36.9 per cent on 
invested capital, including good-will. For 
the first six months of 1927 net earnings 
of this motor company amounted to $127,- 
594,091, being at the rate of 41.2 per cent 
return on invested capital, including good- 
will! 


Deere and Case 


ECOND largest earner is Deere & Co., 

with headquarters in Moline, IIl., origi- 
nally incorporated in 1868 to succeed a busi- 
ness founded in 1837. This company, which 
manufactures farm implements, vehicles, etc., 
reported for the year ended Oct. 31, 1926, 
a net profit of $7,662,850. 

On the total capital investment of $63,- 
198,423, last year’s net earnings represent 
a return of 12.1 per cent. 

Third on the list in point of profit is the 
J. I. Case Threshing Machine Co., located 
at Racine, Wis. This company was incor- 
porated in 1880 as successor to a copartner- 
ship formed in 1842. It manufactures 
threshing machines, combines, steam trac- 
tion and farm engines, oil tractors, etc. 

It reported for 1926 a profit of $3,817,429 
after all charges, including taxes, but before 
appropriating $300,000 to reserve for con- 
tingencies. On its total capital investment 
of $28,678,482, last year’s net earnings rep- 
resent a return of 13.3 per cent. 

These figures of return for the three 
largest factors in the industry are naturally 
much better than the average, and many of 
the smaller concerns operate at a loss year 
after year. Furthermore, it should be kept 
in mind that implement companies suffered 
Staggering losses as a result of the farm 
depression following the war, from which 
many of them never recovered, while others 
have been carried along by bankers and 
creditors’ committees and are only now get- 
ting back on their feet. Also, during the war 
many of these companies lost millions in 
Russia, where they had built up a large 
trade and where their properties were con- 
fiscated. 

(Concluded on page 284) 


Has your bank had 
an Insurance Audit? 


The frequent examinations conducted by auditors and 
bank examiners are a safeguard which every banker 
regards as indispensable. 

An insurance audit fills a similar purpose by pointing out 
the weak spots, if there are any, in a bank’s program of 
insurance and bonding protection, and offering recommen- 
dations which, if carried out, will prevent possible loss. 


This insurance audit is a service which every Atna-izer 
is equipped to furnish under the Aitna Plan of Insurance 
and Bonding Protection. 

Our representative will be glad to furnish your bank 
with a permanent record—an Insurance Chart—of the pro- 
tection you now carry with recommendations of advan- 
tageous changes or additions based on a careful investiga- 
tion of your general insurance and bonding requirements. 
There will be no obligations on your part. 


THE ATMA PLAN 


OF INSURANCE AND BONDING 


PROTECTION 


Ask Any Aitna-izer for This Free Service 


or write to 


A TNA LIFE INSURANCE COMPANY 


_ and affiliated companies 


ETNA CASUALTY AND SURETY COMPANY 
AUTOMOBILE INSURANCE COMPANY 
of Hartford, Connecticut 
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Unlike an individual whose 


service value diminishes 

with age ... an institution 

gains power with experi- 

ence. The Chemical offers 

you an up-to-date Banking 

service that is 103 years old 
in experience. 


THE 


HEMICAL 


NATIONAL 


BANK 


OF NEW YORK. 


The New Scheme in Warehousing 


Copyrighted 1927 


By A. LANE CRICHER 
United States Department of Commerce 


ANY conferences have been held 
and the attention of a number 
of our industrial leaders has 
been focused upon the warehouse 
industry. This industry is about the sixth 
largest in‘our country, and represents bil- 
lions of dollars of investment. When one 
notes that during the last six years the aver- 
age daily mileage of a moving freight car 
has increased about 35 per cent and the 
gross tons per train hour have risen over 
25 per cent, he agrees with the warehouse- 


men that direct and rapid delivery of mer- 
chandise from producer to consumer, along 
with an increase in the less-than-carload 
shipments, has been a significant factor in 
reducing the.stock of goods stored during 
the past few years. 

The warehousemen are solving their own 
problem. They have evolved an interest- 
ing process of distribution which has as its 
basis what is termed a “scientific distribu- 
tion scheme.” This scheme involves a 
method of financing goods stored in repu- 
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table storage warehouses, and even oes go 
far as to include a new warehouse receipt 
wherein important changes are mace from 
the standard warehouse receipt in <eneral 
use. 


The General Scheme 


IVIDING the country into approxi- 

mately eighteen territorial zones where- 
in centralized distribution warehouses are 
located, about eighty different warehousemen 
have formed a distribution organization. They 
propose to distribute goods within territory 
which, on the basis of freight rates, is be- 
lieved to be best served by their centrally 
located equipment. A manufacturer desir- 
ing to sell produce in these localities may 
forward his goods to any one of the re- 
sponsible distributing warehouses, obtaining 
for the goods a warehouse receipt which, 
in place of the words “said to contain,” 
uses the word “containing”; and which, in 
the place of making the warehousemen’s lien 
paramount, subordinates it to the lien of 
the organization loaning the money upon 
the receipt. Elimination of the usual “said 
to contain” protects the banker by placing 
the responsibility for the goods covered by 
the negotiable instrument entirely upon the 
reliable warehouseman, thus enhancing the 
value of the collateral. 

By some people this new warehouse dis- 
tribution scheme has been termed “chain 
warehouse distribution,” and by others it is 
believed really to permit potential distribu- 
tion of manufactured goods from producer 
to consumer, eliminating many of the high 
cost middlemen distribution profits. 

A manufacturer, for example, storing 
$10,000 worth of produce in a warehouse 
(the $10,000 example representing the manu- 
facturing, labor and raw material cost) may 
be loaned, say, $8,000, which would be ad- 
vanced by the warehouseman as the agent for 
the financing corporation. The financing 
corporation, known as the Warehouse Se- 
curities Corporation, accepts the loan. The 
retailer, by obtaining his stocks from the 
manufacturer at a particular distribution 
warehouse to which the goods have been 
previously shipped in carload lots is afforded 
many advantages not permissible by a more 
indirect method of distribution. The manu- 
facturer does not have the responsibility of 
maintaining distributing houses, and, if he 
desires, can maintain a small office in one or 
more of centrally located warehouses. 

In this “new way” of distribution I wish 
to note first the following favorable features 
of special interest to bankers, producers and 
retailers : 

Spot stocks so necessary under hand-to- 
mouth or provident buying are immediately 
available. The warehousemen recognize that 
better returns from national or local adver- 
tising results from the availability of local 
supplies of goods to meet demand resulting 
from their advertising. 

The financing method would permit an 
even production of goods throughout the 
year in those lines especially where the sea- 
sonal demand is rather high. The manufac- 
turer who must operate, let us say, double 
time for two months and half time for the 
remainder of the year is afforded the oppor- 
tunity to manufacture on a steady, definite 
schedule at a much lower cost, with every 
assurance that when heavy demand is made 
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for his product he will be able to meet it. 
Hence, !ower labor manufacturing costs may 
result. 

The scheme even goes so far as to permit 
a direct contact between the retailer and the 
producer on a “cost plus known distribu- 
tion cost basis.” It is believed by many that 
this affords a sound economic method for 
reasonable maintenance of minimum and 
steady retailers’ prices. 

The security behind the warehouse receipt 
is better bank collateral than the ordinary 
warehouse receipt since it is not in the hands 
of the borrower. Technically, however, the 
borrower can always obtain his goods by 
trust receipt. The collateral represents a 
lien on goods in transit between the factory 
and the consumer. With the. distribution 
cost known, it is believed that a more scien- 
tific method for assigning sales territory 
quotas is also available. 

Only one financing transaction is required 
in the distribution of goods directly from 
the producer to the retailer. Not only does 
this reduce the overhead in distribution, but 
very nicely enables the manufacturer to 
check up closely on the leaks where it is 
necessary to know unit costs. 

Under hand-to-mouth or provident buying, 
the holding of the stock of raw or manu- 
factured commodities has been pushed back 
from the retailer to the wholesaler and from 
the wholesaler to the manufacturer. Today 
the manufacturer is giving a great deal of 
thought to the possibility of holding less or 
more liquid stocks. By this new distribution 
scheme it is not necessary for the manufac- 
turer to have large storage space at the point 
of origin, and the time in transit required 
for delivering his orders is materially dimin- 
ished. He also gets the advantage of car- 
load quantity rates to his centralized dis- 
tribution points, which usually results in a 
considerably lower carrying charge than on 
. the less-than-carload small shipments, espe- 
cially where long distances are involved. 

In addition to the tendency to level out 
the peaks and valleys in the curve of pro- 
duction and consumption, this distribution 
method permits the establishment of more 
liquid inventories, and these liquid inven- 
tories have the advantage of strategic dis- 
tribution location. 

Sound collateral upon commodities in dis- 
tribution, presented to the securities cor- 
poration, rediscountable by the Federal Re- 
serve, requires a less amount of capital nec- 
essary to maintain distribution generally, 
releasing some capital for new enterprises. 


Possible Weak Points 


OINTS that may arise as possibly in 

the negative regarding this new distri- 
bution process can probably be summarized 
as follows: 

Although the changes in the warehouse 
receipt permits better collateral for financ- 
ing, they also increase the responsibility of 
the warehouseman and really require in- 
spection, caused by the elimination of the 
words “said to contain.” 

Since the distribution system of this coun- 
try has reached such an efficient basis, as- 
suring rapid and reliable rail delivery, in 
many instances the increased costs of dis- 
tribution by warehouses is not offset by the 
lower freight rates on the carload move- 


New Clients 


By this NEW 
and proved 
advertising 


medium 
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FREE 


Offer to 
Bank 
Executives 
See Coupon Below 


' | "HE experience of successful Banks may well be a guide to 
others in the selection of advertising media. 


And literally hundreds of the most successful have adopted 
Autopoint Pencil as a definite part of their business building plan. 

They use Autopoint as a constant reminder of their bank and 
service to bolster up their other advertising. 


Autopoint pays for itself. 


Results are rapid. 
these attractive pencils to your depositors and prospects. 


You present 
Your 


name is attractively stamped on the barrel. 


Not a mere souvenir 


Autopoint is not discarded. 
his desk . 


advertising is not seen or read. 


It stays in the client’s pocket, on 
. a reminder of you many times a day when ordinary 


Autopoint eliminates the waste of “one-time” advertising, of 


advertising that goes into the wastebasket. 


Results are contin- 


ual, goodwill is progressive, with Autopoint. 
Read the exclusive features of this famous pencil. Let us send 
you one to use yourself. Your delight with it will give you some 


idea of how your prospects will receive it. 


Send the coupon now for complete information, for list of 


users, prices, and a beautiful sample for yourself. 


obligation. Send coupon today. 


There’s no 


MAIL COUPON TODAY 


3 Big Features 


1—Cannot ‘‘jam’’—protected by patent. 
But one simple moving part. Noth- 
ing to go wrong. No repairs. 


2—Bakelite barrel, beautiful onyx-like, 
light-weight material. 


8—Perfect balance—not ‘‘topheavy.’’ 


ment as contrasted with higher l.c.l. ship- 
ping. 

Even though the method of financing may 
be absolutely sound, our country’s distribu- 
tion process is so complicated that this new 
distributing method will likely meet with 
many difficulties before it has passed the 
experimental stage. 

Doubt has been expressed occasionally as 
to an expected increase in warehouse stocks 
resulting from the financing scheme. That 
may take time. 

Some warehousemen express the thought 
that it is quite a reversal of the order of 
things to subordinate the warehousemen’s 
lien to that of the securities company accept- 
ing the receipt as collateral. 


AUTOPOINT COMPANY 


For Bank Executives 
4619 Ravenswood Ave., Chicago, III. Only 
Without obligation, please send sample Auto- 


point, booklet, sales-building proposition, prices, 


If the trust receipt feature works out as 
expected, it may be advisable to encourage 
governmental regulation of the warehouse 
industry to a certain extent. This suggested 
regulation is favored by a great many ware- 
housemen and others associated with the 
industry. Under operation of the direct dis- 
tribution scheme, goods might be transferred 
from Minneapolis to Des Moines without 
any change of a warehouse receipt simply 
by using trust certificates. This, of course, 
might have some complications in questions 
concerning interstate trade. 

The warehouse industry, although fairly 
well organized, does not collect and publish 
any comprehensive statistics. These data 
would be exceedingly helpful and to a great 
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IN SIXTY-FOUR years, 
the First National Bank 
in Detroit has developed 


the world-wide contacts 
which are today your 
assurance of sound, able 
counsel and prompt, 
accurate service. 


FIRST NATIONAL BANK 


CENTRAL SAVINGS BANK 


First NATIONAL COMPANY 
OF DETROIT, INC. 


degree necessary as an aid in carrying out 
the new distribution scheme. 

General statistical information showing the 
amount of space occupied and amount of 
business carried on during the month would 
be very essential information as a part of 
a general index for the industry. When- 
ever necessary, these data could be broken 
down into specific commodities. Thus the 
finance corporation would have an improved 
factual basis for the consideration of col- 
lateral presented. 


How It Affects Banking 


NE of the principal points of interest 
to bankers generally is that this “new 
way to distribution” has a tendency to re- 
lieve greatly the financial dependence of the 


> DIDI IIIIIIIIIIIII DID KC CCC 


factory upon its local bank. In this con- 
nection, however, it is well to remember that 
when a producer finds it necessary to bor- 
row locally, consideration will certainly have 
to be given to the amount of lo ‘ns made 
upon his goods by the warehousen.en stor- 
ing his commodity in different parts of the 
country. Some complications might result. 
Sound manufacturing concerns would prob- 
ably experience no difficulty in this regard. 
If the producer has given his manufactured 
or raw commodity warehouse receipts as 
collateral to the Warehouse Securities Cor- 
poration, any other loans that he would want 
to make locally would probably be more of 
the nature of unsecured loans or mortgages. 

The economic philosophy underlying this 
distribution scheme formulated by the ware- 
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Only woman director of a trust com- 
pany in England—Mrs. Hartley, of 
the Belgravia Trust Co. 


housemen, and approved by certain interested 
financial groups, is not entirely new, al- 
though some features are unique. The Agri- 
cultural Credits Act and amendments to the 
United States Warehouse Act recognize the 
basic principles of this new way to distri- 
bution. Such a distributing method has 
hever before been put into operation. 
Under the present law a farmer may have 
government inspection of goods in his ware- 
house (provided the storage house is for pub- 
lic use, and in compliance with the requi- 
site features of the law), upon which he 
may obtain loans through the Intermediate 
Credits System, rediscountable by the Fed- ' 
eral Reserve banks. Any loans thus made 
carry discount privileges to the maximum 
of three years by the Intermediate Credits 
banks, rediscountable through the Federal 
Reserve to the maximum of ninety days to 
nine months. However, arrangements for 
the zoning of distribution loans upon com- 
modities in process of distribution, and a 
definite method for cutting the cost of 
bringing the goods from producer to con- 
sumer are not planned in any legislation. 


Its Possibilities 


whole plan is simply this: A manu- 
facturer or producer sends his raw or 
manufactured commodities to the centrally 
located distritution warehouse—is financed 
by the Warehouse Securities Corporation— 
the goods going on to the public through 
various commodity retailers. 

To the writer this new way of distribu- 
tion scheme and Warehouse Securities Cor- 
poration loaned method presents itself as 
sound in economic principle. It has such 
character as to warrant a real trial for a 
considerable time. The possibilities are enor- 
mous. It is only natural that credit is avail- 
able where there is sound collateral. Money 
follows goods. It is only natural also for 
retailers to seek the many advantages that 
may be gained by elimination of waste in 
distribution costs. 
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The Holding Company 
(Continued from page 256) 


period, the holding company has been used 
as the instrumentality for buying up the 
control of the banks that were sought in 
the program for expansion. Among the 
banks that this holding company has bought 
are the Montauk, Standard and Common- 
wealth banks in Brooklyn; the Capital Na- 
tional, with six branch offices, and the Long- 
acre Bank. 

Thus far, the company has not bought 
stock in banks outside of the New York 
district and it has not invested in foreign 
bank shares. It has acquired other securi- 
ties but bank, trust and insurance company 
shares have formed the bulk of its holdings. 


The National American 


HE third holding company that has 

attracted growing attention lately in 
banking is the National American Com- 
pany, Inc. The National American has 
been more of a general financing company 
than an investment trust, as it has engaged 
through subsidiaries in the purchase, guar- 
antee and sale of real estate mortgages, and 
in a corporate finance business as well as 
selling and underwriting securities. It is 
less than a year old, but of late has held 
the attention of New York bankers by pur- 
chasing the control of the Bronx National 
Bank as well as buying the control of the 
Cosmopolitan Bank and the Terminal Trust 
Company. 

Its funds have been raised by the issuance 
of no par stock. The first offering, a pri- 
vate one, was made at $50 a share. Its most 
recent balance sheet showed assets of more 
than $5,000,000, but since that time it has 
increased its capital stock for the purpose 
of acquiring the control of other banks and 
corporations. 

A few weeks ago it gained the control of 
one of New York’s largest retail gasoline 
distributing organizations. 

The officers of the National American lay 
emphasis on the fixed policy of confining 
its investments to shares which carry a 
complete control of management in cor- 
porations of proved earning power and sound 
asset value. 

The New York holding companies have 
sought to capitalize the fact that a buyer 
is willing to pay more for a block of se- 
curities where it represents the control 
of a bank than the securities are really 
worth in the aggregate. For instance, the 
shares of a bank may be selling in the over- 
the-counter market at $200 a share. If 51 
per cent of the stock is corralled, it is 
found that the holder is able to sell these 
shares for $250 to a bank desiring to ex- 
pand its operations in a. section where the 
bank is located because they carry the 
control. 

It has been by capitalizing this idea that 
the earnings of the holding companies have 
been enlarged. 


The Newer Holding 
Companies 
NE of the newest of the bank holding 


companies is the New Jersey Bankers’ 
Securities Corporation. Although it was only 
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‘Preference 


is unmistakably expressed by 


this Bank’s 


growth from 


$37,000,000 to $88,000,000 
in resources within the past 
ten years and by a net in- 
crease in “deposits due to 


banks” which is outstanding. 


Banks desiring a Chicago corre- 
spondent are invited to investi- 


gate the correspondent facilities 
which this Bank has developed 


in its 58 years of experience. 


FREDERICK H. RAWSON 
Chairman of the Board 


HARRY A. WHEELER 
President 


CRAIG B. HAZLEWOOD 
Vice-President 


UNION TRUST 


COMPANY 
CHICAGO 


Private Wires to Principal Points—Direct B/L and Collection Facilities 


chartered under the New Jersey laws a few 
weeks ago, the holding company’s first large 
deal gave it the controlling interest in two 
trust companies and a state bank in Passaic. 
At the same time, announcement was made 
that the new corporation had already begun 
negotiations for the purchase of securities 
carrying the control of a number of old- 
line banks and trust companies in the state. 
Subsequently it was disclosed that a major- 
ity interest had been acquired in three other 
Jersey banking institutions. 

Under the terms of its charter, the cor- 
poration is empowered to purchase the stocks 
of banks, insurance companies and other 
financial institutions that come under the 
state and Federal banking laws. 


During the past few weeks, announce- 
ments have been made of the organization 
of five new financial corporations in New 
York City which are patterned more or less 
after the pioneer bank holding companies, 
and set up, so it is understood, for the pur- 
pose of acquiring the control of banks and 
corporations. These include the City Finan- 
cial Corporation, a holding company that is 
to be managed by the president and execu- 
tive vice-president of the Bank of the United 
States ; the Municipal Financial Corporation, 
affiliated with the Municipal Bank of Brook- 
lyn; the Hub Financial Corporation, affili- 
ated with the Seventh National Bank of 
New York; the Manhattan Financial Cor- 
poration, affiliated with the Times Square 
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“Do You Carry 


Credit Insurance?” 
Leading Bankers Ask Their Customers 


A well-known bank of New York City writes: 


“No doubt you will be interested to learn 
that we arranged to incorporate into the forms 
used for securing financial statements this 
query: Are your accounts covered by credit 
insurance?” 


Many other banks, in all parts of the country, 
tell us the same thing. They quickly see the 
value, to themselves and to the Manufacturers 
and Wholesalers who are their patrons, of hav- 
ing the latters’ book accounts protected against 
abnormal and unforeseen bad debt losses. And 
American Credit Insurance has been providing 


such protection for 33 years. 


C The AMERICAN 


CREDIT~ INDEMNITY Co. 


OF NEW YORK 


J. F.M° FADDEN, presiDENT 


Offices in All Leading Cities 
New York, St. Louis, Chicago, Cleveland, Boston, 
San Francisco, Philadelphia, Baltimore, 
Detroit, Atlanta, Milwaukee, Etc. 
In Canada: Toronto, Montreal, Etc. 


Trust Company; and the United States Fi- 
nancial Corporation, backed by the United 
States Bond and Mortgage Corporation 
group. ‘It is currently reported that some 
of these new financial corporations have op- 
tions on banks in New York City. 


Development Noticed 


HE development of the holding company 

in banking has not passed unnoticed 
either in banking or legislative circles. 

Some bankers have taken occasion to ex- 
press the fear that the holding company 
might be the means of substituting cen- 
tralized ownership for local self-control of 
banks. Congress, in passing the McFadden 
bill, laid down a national policy against 


branch banking in the national system on 
more than a city-wide scale. While branch 
banking is thus under a ban, there is no 
legal barrier to prevent holding companies 
from acquiring shares in banks in any city 
or state and thus establishing a chain of 
banks. Moreover, it is pointed out that the 
holding companies in all cases operate un- 
der state instead of national charters, and 
are thus far beyond the scope of the Federal 
supervisory authority. 

In all fairness, it should be stated that 
there is thus far not the slightest basis in 
fact to justify the fear. None of the pres- 
ent holding companies has sought to build 
up anything resembling a nation-wide chain 
of banks, and it has been authoritatively 
stated that Mr. Giannini, the head of the 
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Bancitaly Corporation, is firmly opposed to 
such an idea. 

While the holding company or the invest. 
ment trust constitutes the ready machinery 
for the purchase of blocks of bank stock 
anywhere, thus far the two holding com. 
panies in New York have not sought to ac. 
quire the control of banks outsid of the 
metropolitan area. The Bancitaly has not 
purchased bank stocks in large enough blocks 
to hold control except in the state of Calj- 
fornia, in the New York City district and 
in Italy. While it has bought shares jp 
large banks in several large American cities, 
these holdings have been relatively small, 
and the purchases seem to have been inspired 
solely with the view to making a profitable 
investment. 

From the viewpoint of the public interest, 
there is still another consideration. Bank 
stock carries a double liability that an indi- 
vidual shareholder of means cannot person- 
ally escape. The liability of a corporation, 
on the other hand, is limited so that the hold- 
ing company can own bank stock and yet 
evade the liability of any assessment be- 
yond its capital resources. 


Hint of Supervision 


HERE has been a hint that Congress 

may deal with the development by bring- 
ing holding companies, affiliated with banks 
possessing Federal charters, under Federal 
supervision. 

Early last spring, Representative Louis T. 
McFadden, Chairman of the House of Rep- 
resentatives’ Committee on Banking and 
Currency, made public the text of a letter 
that he had addressed to the Comptroller 
of the Currency and to the Governor of the 
Federal Reserve Board, in which he called 
their attention to the growing magnitude 
of the holding company, observed that this 
system was being “adopted by clever Ameri- 
cans who desire to exploit their control of 
the banking resources of the independent 
banks to their own selfish ends” and urged 
them to take administrative measures to 
prevent the spread of chain banking by this 
agency. “If supervisory forces cannot cope 
with this tendency, prohibitive legislation 
must be resorted to,” he warned. 

Comptroller McIntosh, in replying to the 
letter, informed Representative McFadden 
that the corporations which he held responsi- 
ble for chain banking were creatures of the 
states and that his office had no power to 
prevent such a corporation from acquiring 
bank stocks. However, the Comptroller 
pointed out that it was the settled policy 
of his office “in every case where any par- 
ticular ownership or control of national bank 
stock appeared to be detrimental to the bank” 
to exercise whatever power it had to correct 
the situation. 

Former Governor Crissinger recalled that 
the Federal Reserve Board, two years previ- 
ously, had suggested that the McFadden bill 
be amended to give the Board power to make 
a simultaneous examination of security and 
investment companies affiliated with national 
banks so that adequate information regard- 
ing national banks related to other institu- 
tions might be obtained. This would dis- 
close any shifting of assets back and forth 
between the various institutions, and afford 
a check on the abuses of chain banks such as 
have developed in the past, it was indicated. 
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Governor Crissinger said that, although there 
was no statute empowering it to prohibit or 
regulate the holding of state member banks 
by any group or corporation, it had attempted 
to effect to some degree of control over 
chain banking by laying down the condition 
for membership that no bank or trust com- 
pany should acquire, through affiliated cor- 
porations or otherwise, an interest in an- 
other bank in excess of 20 per cent of the 
capital stock of this other bank. Congress, 
in passing the McFadden Act, took away 
the authority that the Board had to issue 
these regulations. So Governor Crissinger 
concluded by saying that, “Inasmuch as the 
existing law contains no provision designed 
to check or control chain banking, the rem- 
edy lies with Congress.” 

It was understood later that Mr. McFad- 
den’s purpose in making the correspondence 
public was to direct public attention to this 
interesting development in banking, and that 
he had no other immediate object in view. 


HE idea of organizing a corporation to 

hold the controlling interest in banks is 
not new. The scheme was put into effect 
in Missouri and Arkansas about twenty-five 
years ago, and more recently a chain of 
banks was set up in Georgia and Florida. 
Both ventures ended disastrously, but the 
crashes were not attributed to banking op- 
erations but to the collapse of outside proj- 
ects in which the individuals dominating the 
holding companies were interested. The 
holding company doubtless has been used 
elsewhere, but it has never been employed 
in the big centers before on such a grand 
scale. There is no basis, however, for com- 
paring the present enterprises with these ill- 
fated ventures, for it would appear that the 
highest type of management is being em- 
ployed, and the same interests which have 
been particularly successful in the banking 
and financial world are behind these hold- 
ing companies. 

The holding company idea has been widely 
embraced in the field of public utilities and 
in industrial enterprises, and it is an inter- 
esting speculation, in view of the strides that 
have been made by the Bancitaly and the 
Financial and Industrial, to consider how 
far it will go in the realm of banking. 


New Books 


THE LEGAL STATUS AND FUNC- 
TIONS OF THE GENERAL AC- 
COUNTING OFFICE OF THE NA- 
TIONAL GOVERNMENT. By W. 
F. Willoughby. Published by the John 
Hopkins Press, Baltimore. $3. 


The Budget and Accounting Act, 1921, 
contained two distinct sections, one pro- 
viding for the establishment of a budget 
system for the national government and 
the other for an independent General Ac- 
counting Office. These two agencies, the 
Bureau of the Budget and the General Ac- 
counting Office, thus constitute two great 
organs for financial control, the one 
serving as an agency for executive control 
and the other as an agency for legislative 
control. The establishment of the General 
Accounting Office has brought in the do- 
main of the practical administration of 
public affairs such fundamental problems 


How Field Warehousing 


Is Becoming An Auxilliary 
Of Bank Credit Departments 


OS enabling the bank to secure loans 
to manufacturers with finished 
product or raw material, the Lawrence 
System of Field Warehousing has be- 
come a very important accessory of 
leading banks everywhere. 


Without removal of collateral merchan- 
dise from the plant of the manufacturer 


we enable him to 
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This 
Booklet 


furnish you with 


bonafide warehouse receipts as security 


for loans. 


Write For 


a Copy of 


Lawrence System Field Warehousing 


[AWRENCE WAREHOUSE (OMPANY 


+ T. GIBSON. PRESIDENT 


37 Drumm Street . . 


Chicago . . . 29 South La Salle Street 
Philaeelphia . Public Ledger Building 
Los Angeles . . . W. P. Story Building 


San Francisco 

Portland . . 403 Hoyt Street 
Seattle .... Dexter-Horton Building 
Gibson Terminal 


as the separation of powers, the distinc- 
tion between executive and administrative 
functions, the extent to which final powers 
of control over administrative action 
should, or constitutionally can, be vested 
in a legislative agency. It is to these is- 
sues that the present volume is almost 
wholly devoted. 


OFFICE MANAGEMENT. By John H. 
MacDonald. Published by Prentice-Hall, 
Inc., New York City. 278 pages. $5. 
This book gives the most recent develop- 

ments in methods of office management, 

based on actual present day practices. It 
tells you how to lay out an office, how to 
handle incoming and outgoing correspond- 


ence, what equipment will increase office 
efficiency. Filing systems that are prac- 
tically error proof are explained. Then 
there are suggestions on the issuance of 
office appliances, telephone service, sales 
reports, advertising records, purchasing 
requisitions, and credit information. Of 
particular interest, and fully apace of the 
times, are the comments on “office man- 
uals,” “preparation” and “use” of forms, 
and selection and training of office em- 
ployees. Whole chapters are given to the 
importance of office costs and budgets and 
the payment of office employees. 


Protective Section warnings make it diffi- 
cult for crooks. 
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Main Orrice 
140 Broadway 


WE invite accounts of banks, corporations, firms 

and individuals, affording them in addition 
to every financing facility, the varied services of a 
banking and trust institution of international scope. 


Guaranty ‘Trust Company 
of New York 


140 Broadway 


LONDON’ PARIS BRUSSELS 


LIVERPOOL 


HAVRE ANTWERP 


New Finance Phenomenon 
(Continued from page 227) 


yond the selection of the original list of 
securities. It is definite participation in this 
particular list which is sold to the public 
through certificates of beneficial interest. 
The distributable profits are expected to be 
derived from the revenue income on the 
underlying securities and the sale of rights 
or other special distributions. While capi- 
tal or market appreciation of the underlying 
securities can not be realized through sale, 
these values are ordinarily reflected in the 
participating certificates and frequently a 
market is provided so that the individual in- 
vestor by selling his trust shares can obtain 
these profits as well. Under this rigid 
portfolio plan, however, no mechanism is 
provided in the trust itself for taking advan- 
tage of such profits or, generally speaking, 


for avoiding capital losses in case the un- 
derlying securities suffer depreciation. 


The Class of Securities 


NOTHER general aspect in which the 

trusts differ as to fundamental invest- 
ment policies is in respect to the class of 
securities in which their organic provisions 
permit them to invest. Some restrict their 
investments virtually wholly to bonds. Oth- 
ers go in chiefly for stocks. Some go in 
for both. Again others will invest only in 
foreign securities, while some are inter- 
ested mainly in domestic issues with limited 
investment in other countries. Still again 
some seek to scatter their investments over 
as great a variety of sources and enter- 
prises as possible, while others confine them- 
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selves to a single line, such as bank stocks 
insurance shares or special lines of industry, 

Another important field of difference jg jp 
respect to the amount of information jp. 
vestment trusts as a matter of policy permit 
to come out regarding their operations. Oj 
course, in the case of the fixed share type, 
the investment list in which the subscribers 
money is placed is a definite matter of pub. 
lic record, since it is on the basis of this 
concretely constructed list that the appeal 
for the investors’ money is made. In the 
case of the discretionary management trusts, 
however, a wide scope of diversity in re. 
spect to publicity exists. Where some wilt 
publish their list of investments periodically 
and will freely give information to their 
subscribers upon request regarding their 
holdings at any time, others not only refrain 
from publishing their investment lists but 
also refuse to acquaint their own subscrib- 
ers as to the securities in which their funds 
are participating. They will merely indicate 
in some cases the general lines along which 
they are operating in accordance with their 
trust agreement or articles of incorporation, 
but in extreme instances the enterprise is 
frankly a blind pool. As long as the sub- 
scriber gets his profits, he is not expected 
to bother about the detailed transactions. 

Still another important field of differ- 
ence is in respect to the accountability and 
control of the management of investment 
trusts. In some cases, investment trusts 
are directed by self-perpetuating boards of 
trustees or by directors elected through 
closely held common stock issues with sole 
voting powers. These bodies sometimes con- 
trol the destinies of the organization under 
normal conditions without responsibility to 
the general body of its security owners. It 
frequently happens that this narrow control 
is entirely under the domination of a single 
investment house or group of such houses 
of original issue. Other investment trusts 
make a point of the fact that they are in- 
dependent of such special control and even go 
to the extent of providing means by which 
the shareholders themselves can keep watch 
and even in a measure control over invest- 
ment policies in the trust through voting 
powers adhering to all stock issues and 
through the appointment of special invest- 
ment or auditing committees chosen from 
among the general body of stockholders. 

While there are these many points of dif- 
ference among investment trusts in America 
there are some points on which they agree. 
They almost universally avoid acquiring 
controlling interests or managerial entangle- 
ments in respect to the corporations in whose 
securities they invest their funds. They re- 
frain also from participating in underwrit- 
ings or other financing activities. It is the 
consistent practice, also, to trustee their 
portfolios with banks and trust companies 
under agreements aiming to protect sub- 
scribers’ interests in them. Also the enjoy- 
ment of a large measure of prosperity has 
been the common experience of these invest- 
ment trusts to date so far as they have been 
in existence long enough to have had any 
experience. 

In fact, the earnings and prospects of the 
investment trusts have been rather bril- 
liant so far. Some of them conservatively 
represent themselves merely as being able 
to earn a better than average yield for the 
individual investor than he could: expect to 
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obtain with comparable safety operating 
alone, but others go so far as to indicate that 
annual earnings for their invested capital 
are from 10 to 20 per cent, not including 
anticipated enhancement in share values that 
the investor can confidently look forward 
to through appreciations in the underlying 
securities in which his funds will be in- 
vested. One enthusiastic enterprise says in 
its sales promotion literature that a certain 
investment trust organized in 1921 is now 
vielding 40 per cent per annum on an orig- 
inal investment in its common shares which 
it declares have increased over 500 per cent 
in value during the last three years. As a 
general rule investment trusts do not make 
outright claim to such speculative profits 
as this but for the most part they are prom- 
ising, by implication at least, 10 to 15 per 
cent yields for their investors. 

Naturally the wide differences in practice, 
theory and results which are manifest in 
the investment trust field today have given 
rise to considerable discussion and even 
controversy as to the merits of the various 
conflicting views. In fact, because of the 
sharpness of these conflicts in some direc- 
tions, there have arisen charges that some 
trusts now seeking public financial support 
are unsoundly constructed or improperly ad- 
ministered. Considerable zest has been 
added to these complaints by the secretive 
methods of some trusts, by the maintenance 
of close control by houses supposedly more 
interested in selling securities sponsored by 
themselves than in rendering fiduciary-like 
services to the public and by the discovery 
that the moving spirit in one investment 
trust organization was an ex-convict recently 
released from serving a sentence for using 
the mails in a scheme to defraud. 

As a result of such untoward circum- 
stances an investigation by the questionnaire 
method has been undertaken by the Securi- 
ties Bureau of the office of the Attorney 
General of New York State into those 
trusts domiciled or selling their securities 
within its jurisdiction. This questionnaire 
seeks to obtain full information concerning 
the organization and activities of each in- 
vestment trust addressed, such as its meth- 
ods of obtaining funds from the public, the 
salaried or other monetary interests of in- 
dividuals or financial organizations or cor- 
porations connected with the operations of 
the trust, and the nature, names, prices and 
underwriters of all securities comprising the 
trust portfolio. The inquiry further seeks 
information as to the methods of auditing 
employed by the trust, its relations with se- 
curity brokers, dealers or other financial 
houses trading in securities, and the terms 
upon which these relationships are main- 
tained. It is particularly sought to disclose 
whether any individuals connected with the 
management of an investment trust or in an 
advisory capacity in regard to its invest- 
ments have any direct or indirect interest 
in any outside enterprises whose securities 
are purchased for its portfolio. 


Lived in a Favorable Market 


ASOTHER phase of the investment trust 
situation in regard to which considerable 
questioning has developed involves the ex- 
pediency of the organization of so large a 
body of institutional investors of this type 
after a prolonged bull market has had the 
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Digging deep for facts 


EFORE a new issue of bonds is un- 
derwritten and recommended by 
The National City Company a corps of 
accountants, engineers, economists, 
bankers and lawyers have dug deep into 
the facts underlying it. 
All bonds appearing on our offering 
lists have withstood the acid test of in- 


vestigation. 


The National City Company 


National City Bank Building, New York 


Offices in more than 50 leading cities throughout the world 


BONDS 


SHORT TERM NOTES 


 ACCEPTANCES 


effect of raising the prices of stocks and 
bonds to admittedly high levels. It seems 
undoubted that success so far has been ma- 
terially dependent upon the circumstance 
that they have all spent virtually their entire 
lives in a favorable market movement. At 
least their financial structures and man- 
agement policies have not been subjected to 
the test of evil days in a major decline in 
the securities markets. 

Some of them frankly admit that the last 
two years have not been an ideal time for 
launching organizations of this sort and 
building up institutional investment lists, 
but that substantial investments for long 
time holding should be made only in periods 
of depression. Those that express this view 
also hasten to point out that, as for them- 


selves, their conservative policies and re- 
serve provisions will see them safely 
through. It is asserted that unless flexible 
management policies permit sales of securi- 
ties in portfolio, either to realize present 
profits or avoid losses that might threaten 
to develop, or unless ample liquid reserves 
have been set up, investment trusts are poorly 
fortified against adverse security conditions. 

Comparison is made by those who are in- 
clined to find some causes for concern in 
the present investment trust movement in 
the United States with past historic ex- 
perience in Great Britain where between 
1886 and 1895 a large group of investment 
trusts was developed under conditions of 
easy money and attractive investment op- 
portunities. Favorable circumstances and 
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The Marine Knows 
Buffalo 


Because The Marine 


has the most ex- 


tensive credit file 


in Buffalo. 


m™ MARINE 
TRUST GOMPANY 


OF BUFFALO 


Resources more than $200,000,000 


lack of experience resulted in practices that 
afterward brought on disaster. These 
practices were along the lines of effort on 
the part of investment trust promoters to 
show big returns, of lax and obscure ac- 
countancy methods in regard to earnings, of 
the use of subsidiary or controlled invest- 
ment trusts by houses of original issue for 
unloading upon their portfolios underwrit- 
ings which they had been unable to dis- 
tribute to the general public, of purchases 
of good securities at inflated prices and of 
a lack of proper diversification in invest- 
ments. Within a few years when market 
conditions changed the majority of these 
or‘ginal investment trusts suffered severe 


difficulties and great public loss resulted, 
but later, profiting by the lessons of that 
episode, the investment trust movement was 
reestablished on a more conservative and 
better informed basis and has been generally 
prosperous ever since, even through periods 
of depression. 

The rapidity of the present investment 
trust movement in the United States, the 
fact that it has not yet been seasoned by 
varying economic conditions, but has flour- 
ished wholly under virtually hot house nur- 
ture, and the complete lack of standards in 
forms and methods for this sort of financial 
mechanism undoubtedy present a_ serious 
public problem. Although doubtless many 
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investment trusts now operating are sound 
and well run above all question, yet uo one 
can yet say what type of organism is best 
calculated to function satisfactorily tlirough 
a complete business cycle in the United 
States. 


A Matter of Concern to Banks 


ANKERS are particularly interested in 

this movement, not only because it js 
placing control of large volumes of funds 
in the hands of these new and not always 
tried organizations, but also because they 
are universally enlisting banks and trust 
companies to serve as cerporate trustees 
for their portfolios and are prominently 
using their names in their promotion litera- 
ture as implied evidence of good repute, 
although the banks so employed are ordi- 
narily restricted to purely mechanical func- 
tions without direct responsibility for the 
operations and policies of the trusts them- 
selves. 

Investment trusts today are without pub- 
lic supervision other than is provided in the 
general business laws. Their affairs are 
not subject to specific examination and su- 
pervision as are the banks. It is apparent 
that the basic investment trust conception 
is sound and that there is a real place for 
their services in the United States. It is 
also apparent that there are many special 
possibilities for serious errors and abuses 
in their organization and operation. Several 
bankers familiar with these projects have 
expressed their approval of the movement 
within proper bounds, but they also express 
the belief that the nature of their activities 
calls for the investigation now being con- 
ducted by the Attorney General of New 
York State and also for some form of pub- 
lic supervision. 


Implement Profits 
(Continued from page 275) 


The Outlook Favorable 


HE Standard Statistics Company, in its 

September forecast of the industry, states 
that leading manufacturers of diversified 
lines of agricultural implements are experi- 
encing even heavier sales this year than in 
1926. Purchases of labor-saving equipment, 
which proved so successful in reducing grain 
harvesting costs last year, have been further 
stimulated this season. Prospects are espe- 
cially bright in the spring wheat sections, 
which anticipate materially heavier crops 
than last year, and in portions of the win- 
ter wheat districts, where the advantages of 
the new types of equipment were first dem- 
onstrated on a large scale in 1926. The 
lateness of the corn crop is also expected 
to result this fall in larger demands for 
special harvesting equipment. 

Present indications are that sales totals 
of the larger companies will make an even 
more satisfactory showing during the fall 
months. Despite keen competition, profit 
margins are well sustained. Financial con- 
ditions throughout the Middle West are such 
that credit difficulties are not generally an- 
ticipated. Substantially larger incomes than 
in any recent year are possible for a num- 
ber of companies. 
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Business Getter 
(Continued from page 244) 


indifferent as to where they save, providing 
they know their money is safe. 

The insured savings plan is essentially a 
sales proposition. To be successful it must 
be marketed somewhat like a new brand of 
cigarettes or a new automobile. The rea- 
son it is not enjoying the success which it 
deserves is because the need and the ne- 
cessity for the proper kind of salesmanship 
has not been recognized. 

It is pertinent to ask how many banks 
in this country would enjoy their present 
status if their position had to be won by 
the intensive sales efforts which mark nearly 
every other major commercial enterprise of 
the country. 

With highest tribute to their capacity for 
handling the business once it is in the till, 
is it not true that American banking has 
been the fortunate trustee of the economic 
growth and development of the country, and 
the ever expanding distribution of wealth in 
America? But I think from now on it is 
going to be a different story, and hence- 
forth it will be a “survival of the fittest,” 
with the factor of salesmanship of equal 
importance with banking ability in the deter- 
mination of fitness. 

It is my opinion that any lack of thrift in 
America is due to the “I-want-it-now” spirit 
surging inour blood. We do not save as we 
should save, not because we cannot afford 
to save, but because we do not have the pa- 
tience to wait through the tedium of long 
accumulations for the consummation of our 
objective. The marvelous increase in the 
per capita wealth of the country has stulti- 
fied the basic fact that true thrift is a sus- 
tained program and not a short spurt. The 
insignificance of what we can afford to save 
today, when compared with the cost of the 
objective for which we are saving, has cre- 
ated a “what’s-the-use” attitude, resulting in 
dribble spending, because of the seeming 
hopelessness of arriving at our objective. 

By guaranteeing the definite fulfillment of 
a definite program within a specified time, 
live or die, this saving plan has a pro- 
nounced tendency to overcome the inherent 
negation of the public mind, as relates to 
systematic thrift. Those who join are driv- 
ing for a specified goal on a definite sched- 
ule. 

Our experience in the lapse rate on the ac- 
counts opened, indicates clearly that those 
who join are a thinking class of people. 
There is no comparison, as relates to regu- 
larity in maintenance, between the average 
savings account, opened in the momentary 
fever of flushness or enthusiasm, and the 
insured savings account. The average sav- 
ings account, generally speaking, is the ben- 
efactor of what is left after real or imagi- 
nary needs are met. On the other hand, the 
insured savings plan, reinforced by the urge 
of regularity that paying a life insurance 
premium instills, establishes a new and high 
degree of regularity and thrift. People 
meet their payments in the same manner as 
they pay their rent, their grocery and their 
ice bills. 

We have been asked, “Are you not piling 
up an excessive liability in your savings de- 
partment by having large amounts of deposits 
maturing at one time?” 


$89,000,000 in Dividends 
Paid to Owners of 
Cities Service Common Stock 


On September 1, 1927, Cities Service Company 


paid the 181st dividend on its Common stock. 


From January 1, 1911, to September 30, 1927, 
total dividends of $89,000,000 in cash or stock or 


the equivalent were paid to owners of Cities Ser- 


vice Common stock. In the same period the Com- 


pany earned, net to Common stock and reserves, 


over $145,000,000. 


The Common stock of Cities Service Company 


offers you an opportunity to share in the. excellent 


dividends paid on this seasoned, 17-year-old secur- 


ity. By investing in it now at its present price 
and dividend rate, you get a yield of about 814% 
in cash and stock dividends. 


Mail the coupon for further information 
about this investment opportunity 


Henr 
& 


GO WALL ST. 
BRANCHES IN 


herty 

ny 

NEW YORK 
PRINCIPAL CITIES 


Henry L. Doherty 
& Company 
60 Wall St., N. Y. 
Please send me com- 
plete information about 


Cities Service Common 
stock. 


The answer is that the plan is in constant 
operation, new people are coming in daily, 
and most important is the fact that people 
who have saved regularly for ten years with 
us are most likely to seek our advice as to 
the ultimate disposition of the funds they 
have accumulated. Certainly they are not 
going to forget us over night, when we have, 
in many cases, been instrumental in guiding 
their footsteps toward a future free from 
financial worry. 

From the banker’s point of view, I think 
that one of the most favorable factors of the 
insured savings plan is that it gives him a 
definite and concrete plan on which to sell his 
savings department—something which has 
been lacking heretofore in the American 
thrift program. With it he can strike a 
new note in thrift. He is no longer limited 


(137C-22) 


to stale platitudes and exhortations. Instead 
he can present to the public a definite ob- 
jective, a definite time in which to achieve 
it, a definite amount which can be with- 
drawn at any given time, a definite assurance 
of the ultimate goal being reached, the com- 
forting promise of protection of loved ones, 
and all for a small monthly deposit well 
within reach of the average pocket book. 

I firmly believe that the insured savings 
plan, not necessarily our insured savings 
plan, but some plan embodying the funda- 
mental idea, will be as eagerly accepted by 
the public as the Christmas Savings Club, 
when the public knows of its virtues. Un- 
fortunately, public education is a very ex- 
pensive proposition. The insured savings 
plan, in any of its forms, is essentially a 
matter of public education, and in the present 
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Where KNOWLEDGE is Bliss 


and IGNORANCE is Folly 


Ignorance may be bliss and it may be folly to be 
wise—in poetry—but not in business; for Ignor- 
ance is the greatest of all business evils; because it 
is blind business in action. 


Successful business knows, from costly experience, 
that Ignorance is anything but bliss. And that 
the only connection folly has with wisdom is when 
business has been foolish enough not to be wiser 
sooner. 


Nine out of ten infirmities and failures in business 
are directly traceable to barren Ignorance—ignor- 


ance of trade conditions, of costs, of markets, of . 


simple organization, system, management, control. 
And, above all, blind ignorance of the presence of 
a new order of things in business today—the order 
of exact knowledge based on dependable facts 
and figures—the order of Modern Accountancy. 


Ignorance is the bandage to the eyes, the chain to 
the feet, of Progress. Knowledge is the wings lift- 
ing business to greater heights in human service— 


and so to Power and Profit. 


A business that knows itself does not fail. A busi- 
ness that guesses and gambles never fails to fail. 


ERNST & ERNST 
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SYSTEM SERVICE 
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BALTIMORE MIAMI 


BUFFALO LOUISVILLE 
ROCHESTER 


status the average bank is wise in question- 
ing the innovation from the cost and profit 
standpoint. 

At present, it is certainly not a proposition 
for small or medium size banks. But I do 
think, after reviewing our experience, that it 
may be seriously considered by the banks 
big enough to venture a substantial sum in 
altruism, with more than a fair chance of 
profit on the long haul, if the idea is intel- 
ligently and consistently sold. 

We regard the money we have spent as 
a capital investment in good will, for it has 
given us more publicity and prestige than 
anything we have ever done. We find that 
the chief source of our new insured sav- 
ings business comes from those who are al- 
ready in—in short, we have thousands of 
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enthusiastic good-will ambassadors, and we 
can trace the results of their good will, not 
only in the plan, but in every department 
of the bank. 

Just now, there is fine cooperation being 
actively indulged between American banks 
and American life insurance companies, 
chiefly through the medium of life insur- 
ance trusts. Banking and life insurance are 
traveling parallel lines in that they both of- 
fer mediums for a safe tomorrow. Does not 
the insured savings plan suggest another 
means to the end of establishing in the pub- 
lic consciousness the true relationship which 
exists between life insurance and banking 
as the two major factors of American 
thrift? 

One of the theoretical objections which 


faced us when we launched the plan 
was the thought that our indulgence in what 
seemed to be the sale of life insurance would 
create active antagonism on the part of the 
numerous life insurance agents in our ter- 
ritory. It is not hard to understand how 
an agent would, at superficial inspection of 
the idea, leap to the conclusion that we were 
taking his bread and butter from him. This 
fear was unfounded. Previous to launching, 
we communicated with the life insurance 
agents and explained to them that we were 
buying life insurance for our depositors 
and not selling it to them. 

In actual practice, the plan has been a 
boon to life insurance in the Pittsburgh 
community. It has started people thinking 
about life insurance who before had not 
been remotely interested, with the result 
that we have assurance from numerous 
agents that a discussion of the insured say- 
ings plan with prospects often results in the 
sale of policies more suited to their needs 
than the insurance protection offered under 
the plan. 

Some of the older bankers may recall that 
when the Carnegie Libraries movement was 
initiated, the book dealers of the country 
feared that Carnegie Libraries would ruin 
their business. On the contrary, the es- 
tablishment of more libraries merely 
whetted the public appetite for books; so 
with the insured savings plan. 

As previously stated, the plan is essenti- 
ally a sales proposition and should not be 
considered by any bank which has not at 
its command, or is unwilling to employ, mer- 
chandising capacity of the highest order, 
because the plan will not sell itself—nothing 
will, The only way any bank can make a 
success of the idea is to establish in advance 
a thoroughgoing sales plan and pursue it un- 
til the public is thoroughly informed. 

One of the big questions concerning the 
sale of the idea is, “Can it be sold by per- 
sonal solicitation?” Unquestionably, this is 
the ideal way to sell the plan, but the cost 
is great. The insurance premiums are too 
small, and cannot be loaded sufficiently, to 
justify commissions large enough to at- 
tract the right men. It is not an impulse 
purchase, and hence cannot be sold, as a rule, 
at one call. This is a good thing for the 
stability of the plan, because when it is en- 
tered into by a man or woman who has 
thought it out and knows that it is for ten 
years, the chances are highly in favor oi 
sustained activity in the account. 

The mortality of savings accounts opened 
by the premium, such as the pencil, fountain 
pen, cash box, beads and what nots, is elo- 
quent testimony that momentary desire of 
something for nothing is not a firm founda- 
tion for deposit building, and it would be a 
vital error in sales strategy for any bank 
to force insured savings business by high 
pressure methods. The essence of big suc- 
cess in any merchandising endeavor is giving 
the people a good article that they want, 
at a price they can afford to pay, at a small 
unit of profit to the seller. 

The banks of America are the children 
of good will and confidence and I am firm in 
the belief that a comprehensive plan ol 
launching in a big way some sort ot I- 
sured savings as a contribution to the eco- 
nomic bulwark of America is neither beyond 
the scope of their financial capacity nor their 
public duty. 
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Investment Plan 
(Continued from page 243) 


OR the sake of seeing the mechanics 
Fox in framing a plan let us assume a 
case. A country bank whose condition today 
is,—deposits, $4,000,000 ; loans and discounts, 
$1,800,000; capital and surplus, $500,000. 
Deposits are at a peak at present and likely 
to decline to $3,700,000 by April, 1928. Local 
demand, which will probably be at its maxi- 
mum in April next year, will result in loans 
and discounts rising to $2,000,000. The 
bank figures that its permanent bond account 
is as follows: 


Capital and Surplus......0..-..eeseeee $ 500,000 

$4,200,000 
Less building and real estate...:....... $ 100,000 
Less Cash 400,000 


$3,700,000 
Less Loans and Discounts (high point) 2,000,000 


Permanent Bond Account ............. $1,700,000 


3ut the bank at present has $2,200,000 of 
funds, excluding cash of $400,000, to invest 
over and above its local loans of $1,800,000. 
Hence, it has $500,000 outside of its $1,700,- 
000 permanent bond account. This $500.000 
then goes into short-time investments that 
can be readily liquidated next April, and 
which are not considered as in the permanent 
investment account. 

As the bank has time deposits amounting 
to $2,000,000 not likely to shrink, it does not 
seem necessary to provide for many short- 
time maturities in the permanent bond ac- 
count. Present yields are higher on long 
time than short time bonds of equal grade 
and the continuation of the upward trend in 
bond prices seems probable. Taking into 
consideration all these conditions 90 per cent 
of the permanent account or about $1,500,000 
is placed in long-time bonds and $200,000 in 
short time. 

Blocks of $25,000 will be held in most is- 
sues which will make about seventy different 
issues to watch. Being committed to a lim- 
ited amount of the higher grade foreign 
bonds, the following distribution is decided 
upon: 20 per cent of the total account or 
$340,000 goes into each of the five classes— 
rails, utilities, industrials, foreigns, United 
States government and municipals. On the 
theory that higher grade investments net the 
greater return over a period of years, the 
account is invested in securities that will give 
today an approximate average return of 4.90 
per cent on rails, 5.40 per cent on industrials, 
5 per cent on utilities, 5.70 per cent on 
foreigns and 3.65 per cent on United States 
government and municipals, or a total of 
5.04 per cent, allowing a credit of 13% per 
cent on the tax free income from United 
States Government and municipal bonds. 

Here then is one possible treatment for a 
given situation. The purpose of working it 
out in this way is to show the consecutive 
steps taken in evolving the scheme or plan 
for the account, rather than an attempt to 
arrive at any ideal solution. 

There is then the second phase of this 
subject of investments, the intelligent analy- 
sis of bond issues. By intelligent an- 
alysis is meant the examination of all the 
facts pertaining to any one bond. It is not 
a difficult matter to size up a security, given 
the fullest information on that security and 


a working knowledge of how to apply that 
information. 


> ne than 2,000 banks of the United 
States purchase these notes for prime, 


short-term investment. 


Checkings available in any jfinanctal center 
and complete credit data on request. 


Industrial 
Acceptance 
Corporation 


FINANCING STUDEBAKER 


DEALERS EXCLUSIVELY 


Collateral Trust 
Gold Notes 


(THE NATIONAL CITY BANK OF NEW YORK, TrustE) 


Executive Offices 


GRAYBAR BUILDING, NEW YORK 
[Lexington Avenue at 43rd Street] 


Commercial Paper Offices 


NEW YORK +7 CHICAGO 7 


SAN FRANCISCO 


The facts after all are the first and chief 
requirements, and to get them the analyst 
should ask the following questions. The 
first list of questions applies to corporation 
bonds generally; later questions to specific 
classes of bonds. 

“What is the company’s 
Has it a record of efficiency ?” 

“What has been the company’s earning 
record over a period of years?” 

“What is the purpose of the financing (if 
a new bond issue) ?” 

Industrial Bonds: “Is the company in a 
stable line of business?” 

“Has the company sufficient working capi- 
tal?” “What is its ratio of current assets 


management ? 


to current liabilities ?” 
“Are the valuations of its plant, machinery 
and equipment conservatively stated?” 


“Ts inventory clean, that is, valued at mar- 
ket or cost, whichever is lower?” 


ST. LOUIS * MINNEAPOI.JS 


+ DALLAS 


Railroad Bonds: “Does the road serve a 
good territory and is its business sufficiently 
diversified ?” 

“Is the company’s road bed and equipment 
well maintained ?” 

“What is the margin of interest charges 
times earned?” 

“What is the amount per mile of bond 
debt ?” 

Utility Bonds: “Is the company an oper- 
ating or a holding company?” 

“Tf the latter, does its consolidated state- 
ment show a satisfactory over all coverage 
for all interest and operating company pre- 
ferred dividend charges?” (This should be 
1.5 times such charges at least). 

“Are earnings stated before or after de- 
preciation charges and is such depreciation 
adequate ?” 

Foreign Government Bonds: “What has 
been the country’s credit record in the past?” 
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Putting Resistance into Six Sides 


of Your Vault 


IRCUMVENTING resourceful plotters who 

may at any time designate your vault as 

“next,” calls for ingenuity as well as sheer 
brute resistance throughout your vault. 


Six sides must be safeguarded—roof, floor and 
four walls. And in all these, three most vital 
points of protection should be provided—the drill, 
the cutting flame, explosives. 


Only the Steelcrete Vault can give this three 


point protection. It provides massive resistance, 
and with it an ingenious mat of steel mesh em- 
bedded in solid concrete. 


Send for list of world’s leading banks that are 
safeguarded with Steelcrete. Our Vault Engineers 
working with your Architect, will plan for your 
bank “greatest protection per dollar of investment.” 
The Consolidated Expanded Metal Companies, Steel- 
crete Building, Wheeling, W. Va. Offices in many 
principal cities. 
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Expvosives 


Sixteen to One 


By O. A. JAMES 


T is the night of the Fourth of July. 

I am at home. I did not go to the 

park to see the fireworks. I was too 

tired. I did not go to the Masonic 
picnic and fish fry, but had lunch at home, 
as usual. I could not get away. It was 
the birthday of a nation and a bank holi- 
day in this the land of the free and the 
home of the brave, but I did not have a free 
minute all day, and I was not brave enough 
to risk the consequences of taking even a 
part of the day off. 

While everybody else was having a good 
time and proving themselves 100 per cent 
Americans by burning gas on the hot high- 
ways, I was sitting behind lowered Vene- 
tian blinds, under a cool ceiling fan, con- 
sidering the financial history of our com- 
mon country. In fact, I was studying the 
exploded and discarded monetary theory of 
16 to 1 as applied to the subject of semi- 
annual bank reports. 

Sixteen to one!’ What a far cry to that 
issue of the nineties! And what a vital 
issue it was then believed to be. In fact, 
what a vital issue it really was, affecting 
as it did the supply and demand of the 
popular medium of exchange. In the eight 
quadrenniums and as many presidential cam- 
paigns that have intervened, what more 


burning issue has been presented to the elec- 
torate? And who, after all, has a better 
right to pass upon the proposition than all 
the people, for are not all the people af- 
fected thereby? Shall not the sovereign say 
what shall constitute the standard of values 
in his state, be that standard gold, silver, 
iron, brass, or tin, either or all? And are 
not the people sovereign? 


HAVE in my hand the “Cross of Gold” 

speech, sent complimentary by a bank. 
Scanning the silvery sentiments so sublime- 
ly set to words by that silver tongue now 
forever stilled, I thrill with the boldness 
of the conception and taste again the tang 
of the ideal expressed in the climatic con- 
clusion : 

“If they dare to come out and in the open to 
defend the gold standard as a good thing we shall 
fight them to the uttermost, having behind us the 
pee meg masses of this nation and the world. 
Taving behind us the commercial interests and the 
laboring interests and all the toiling masses, we shall 
answer their demands for a gold standard by saying 
to them, ‘You shall not press down upon the brow 


of labor this crown of thorns. You shall not cru- 
cify mankind upon a cross of gold.’ ” 


Illusion, fallacy, chimera, phantasm? Per- 
haps, but nevertheless an ideal holding the 
hope of relief in the simple operation of 
governmental fiat from an age-old condi- 


tion. And for a few brief months the com- 
mon crowd left their labors, if any, and 
listened for the music of the mint that was 
to coin the ideal and create a copious mone- 
tary plenty through the magic of bimetalism. 
And then came the inevitable rude awak- 
ening, crudely but correctly expressed in 
the words of a campaign song of the sound- 
money side: 
“‘McKinley in the White House, Byran on the fence, 
Tryin’ to make a dollar out of fifty-three cents.” 
Sixteen years elapsed before I had an 
opportunity to begin to learn what it was 
all about by being thrust into the manage- 
ment of a banking institution of minimum 
magnitude. The time was near the end 
of the period known to the fiends who com- 
pile the income tax forms as “prior to 
1913.” 


oo years more have passed, and 
I find myself in the present tense, try- 
ing as yet in vain to solve some of the sim- 
pler sums in financial arithmetic in that part 
of the book known to our grandfathers as 
the single rule of three, to our fathers as 
simple proportion, and to us modern high- 
brows as cause and effect. Unfortunately 
there are no answers put down in the back 
of the textbook, and how is one to know 
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calculation is correct? Prove the 
result? Only to have it totally disproven 
by some reformed school man turned banker 
with some mystifying theory or, what is 
worse, by the discovery of some disturbing 
unforeseen fact. 

But to return from my meanderings and 
get down to my reports. Reports, did I 
say, plural number? Yea, verily, even 
polygamous. I mind me how that sixteen 
years ago I used to make an occasional 
report, just one, to a kindly department 
head, and the softening tints of time touch 
up the transaction until at this distance it 
appears as merely a friendly “How-do-you- 
do” from the man higher up and the cheer- 
ful, optimistic, even happy response that all’s 
well, with only a third of the notes over- 
due more than two years, 90 per cent of 
loans secured by real estate mortgages, de- 
posits double capital and borrowed money 
same as capital and surplus. 

This strong statement set up in black- 
face type in the northeast corner of the 
front page of the county paper constituted 
a continuous advertisement, upon the strength 
of which business was solicited, no account 
too large, none too small, until replaced by 
a similar one condensed from the next offi- 
cial report. 


when his 


HOSE were the innocent, happy, halcyon 

days when old man Overhead was only 
a small boy and the troublesome triplets, 
Par Clearance, Deferred Credit, and Eli- 
gible Paper, were as yet unborn; when 
your New York correspondent was glad 
to lend you at 4 per cent what money you 
required to make and market the crop, 
taking as security slow notes, or what have 
you; when, if you wanted to buy stock 
in your bank to be paid for from dividends, 
your correspondents in half a dozen reserved 
cities solicited the privilege of carrying the 
loan, secured by said stock, dollar for dol- 
lar, year after year, and thank you for the 
opportunity to serve and at the same time 
to make a good safe loan on high-class 
collateral. 

Now the same New York bank advises 
the same country correspondent that bal- 
ances under $5,000 will not draw the cus- 
tomary 2 per cent interest, and that those 
under $3,000 will not be acceptable at all, 
and please do not ask to have your account 
handled on a borrowing basis, thanks and 
regrets. Bank stock loans are called for 
retirement, following a suggestion from the 
examiner, and, in fact, it will be the policy 
hereafter to make no loans to country banks 
or their officers, except perhaps occasionally 
a small line secured by government bonds. 


OW we have progressed! The cam- 

paign of advertising to induce people 
to put their money-in the bank and pay 
by check has borne a prodigious crop of 
fruit. Cash has been replaced by the cur- 
rency thus created, and over the counter, 
through the mail, and in the clearings the 
checks come in for payment in a volume 
never dreamed of in the days of the Boston 
ledger, just when the stationery houses have 
capitalized the idea that the more checks used 
the more they should cost the bank that 
Provides them. The whirl of motors and the 
clash of flying carriages have replaced the 
Noiseless gliding of the pen as the flood of 


HE Vaults 
of the North 
Side Bank and 
Trust Company 
at Lebanon, Pa. 
The Vault is one 
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of the special fea- 
tures that the 
bank architect 
designs. The 
needs of no two 
banks are alike. 


Hammering On the Same Nail 


HE man who for the first time examines the itemized estimate 


of cost for a bank building 


usually meets a surprise. He dis- 


covers well over half the cost of the completed building to be rep- 
resented by combinations of materials and workmanship that are 
seldom if ever required in other types of buildings. Often, though 
he be quite familiar with general building construction, he has never 
met with many of these materials. It is impressed upon him that a 
bank’s building is indeed a rather uncommon type of structure. 

The same is true, also, about the planning of a bank. The 
problems of layout and design are peculiar to Banks and Banking. 
They are met with in no other building. 

As a tule, such special problems will always be solved most 
effectively by men who have worked out similar problems many 
times before. Insight and acumen and a certain sense of dexterity 
come to those who are willing to concentrate their time and study 
in any given field of work. That is why architects specialize. 


TILGHMAN MOYER COMPANY 


The Design, Construction and Equipment of Bank Buildings 
ARCHITECTS . ENGINEERS 


[fF us send you a copy of ‘‘Building the 
Bank for Business.’’ Written by archi- 
tects who have spent most of their professional 
lives in bank work, this book of 138 pages 
has given many bankers a new view of thar 
building. It reveals to them why some bank 
buildings are successful while others are not. 

The coupon is for your convenience. Send it 
in today. The book will be mailed to you at 
once without obligation. 


TILGHMAN Moyer ComPANny, Allentown, Pa. 


Gentlemen: Without obligation, please send 
me a copy of “Building the Bank for Business.” 


Name: 
Address : 


“debits to individual accounts” flow into 
the hopper and the items are charged with 
almost automatic precision, such as are not 
returned from whence they came bearing 
the legend “Not sufficient funds.” 

In sixteen years we have more than six- 
teen times as many customers, each appar- 
ently undertaking to issue sixteen times as 
many checks, regardless of balances, and all 
carried at an ever-increasing cost per cus- 
tomer and per check. A girl with a loud 
piece of gum and a too red lipstick, but with 
a penchant for punching keys now commands 
the same salary as was formerly paid to the 
man who ran the bank. And thus and there- 


| Bank Fixtures 
| FOR SALE CHEAP 


Thirty-two feet of mahogany bank 
screen, complete with counters, 
wickets, grilles, fifty feet of office 
partition, tubular bronze gate, two 
eight-foot check desks, etc. Cost 
$4000, used five years. Send for pho- 
tographs, blue prints and price for 
immediate delivery. 


TILGHMAN MOYER COMPANY 
ALLENTOWN, PA. 
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UR Trading Department is con- 
nected with the principal security 


markets by direct private wires. 


It is 


equipped to render prompt and eff- 
cient service, including quotations on 
bonds and stocks, listed and unlisted. 


Inquiry solicited 


AC.ALLYN*» COMPANY 


Incorporated 


West Monroe St. 


New York 


Boston 
St. Louis 


Milwaukee 


CHICAGO Phone Randolph 6346 


Philadelphia 
Minneapolis 


Detroit 
San Francisco 


A Complete Banking Service 


The Midland Bank offers exceptional facilities for the transaction 
of banking business of every description. Together with its 
affiliations it operates nearly 2400 branches in Great Britain 
and Northern Ireland, and has agents and correspondents in 
all parts of the world. The Bank has Offices in the Atlantic 
Liners Aguitania, Berengaria and Mauretania, and a foreign 
branch office at 196 Piccadilly, London, specially equipped for 
_ the use and convenience of visitors in London. 


MIDLAND BANK 


LIMITED 
HEAD OFFICE : s THREADNEEDLE STREET, LONDON, B.C.2 


Affiliated Banks: Belfast 


Banking Co. Ltd., Northern Ireland; The 


Clydesdale Bank Ltd., and North of Scotland Bank Ltd., Scotland. 


by supplies and salaries and everything about 
the place have increased except net earnings, 
which are just as hard to make with a 
deposit ratio of sixteen to one over capital 
as when the ratio was the old-time standby 
of two to one. 


ie is the same with supervision, which has 
grown to be so highly departmentalized 
as to supply the banker with rules, regula- 
tions, analyses, post mortem criticisms, and 
everything needful except sound judgment— 
which necessitates the multiplicity of data 
that must be furnished by the banks in 
order that the analysts may justify their 
existence, earn their pay and think up some 
more questions to ask; which, in turn, is 


the provocation if not the justification for 
this preamble of remarks prefatory to what 
I was going to say and which gave me the 
start upon this sixteen to one flight of fancy 
that has already consumed entirely too much 
of your time. 

As for me, it doesn’t matter, for I have 
sixteen hours to spend somehow out of every 
day anyway. When I had concluded my 
happy holiday work I found that I had com- 
pleted just sixteen reports, count ’em, six- 
teen! Eight to the Federal Reserve Bank 
and eight to the state, counting copies, of 
course, total sixteen, all signed, sealed and 
sent away. Sixteen to one, the ratio of now 
over sixteen years ago! 


What does this story teach? Nothing, 
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British Finance 


London Financial Journalist 
could act as 


Correspondent to an American 
Journal or Business House 


Qualifications, References, etc., to Box 
No. 1331 Dorland Advertisin Ltd., 
14, Regent St., London, S.W.I., England, 


The Spirit of the Times 
“SAVE” 


EVERY bank offi- 
cial interested in 
increasing the num- 
ber of youthful 
depositors will be 
interested in this 
novelty bank. 


It is a true model 
of the “plane of 
destiny” the 
form of a savings 

Has a Corbin or Yale lock in base. Govern- 
ous Bronze, Silver Oxidized and Antique Brass 
finish. 

A most attractive and practical novelty, up to the 
minute, decorative and ornamental. Size 5 %x5x3\%, 
Sample statuette without lock, $1.50 each, postpaid 

With lock $1.25 each in thousand lots. 
Name of your bank across wings of plane without 
extra charge. 


Ancient Art Metal Co., %;85,,Withes st. 


bank. 


perhaps, unless it be to give pause and in- 
quiry as to whether we are really sixteen 
times better or whether we are just doing 
sixteen times as much work, and whether 
much of our modern sixteen-to-one methods 
are not just as defective as the sixteen-to- 
one idea of twice sixteen years ago. 


Getting Names 


ERHAPS you have not taken into ac- 

count the fact that certain dealers in lists 
have highly specialized men and women who 
go from city to city making up investors’ 
lists, says W. R. Morehouse. 

This is how one dealer secured his lists 
of names. He first made the acquaintance 
of an employee of a certain bank; this time 
it was a file clerk. He approached this 
clerk with a suggestion on how he could 


‘make a little easy money to compensate him 


for the small salary the bank was paying 
him. Feeling somewhat justified in pilfer- 
ing names, this employee copied names when 
he could do so unobserved, and when mak- 
ing lists for banking purposes he would 
make an extra duplicate for himself, and 
sell this list. 

If the dealer was unable to get lists 
this way, he approached the janitor on the 
night force and suggested to him how he 
could make a little easy money. In one 
case which came to my attention, the names 
were obtained by a negro janitor, who 
nightly went through all the bank’s waste- 
baskets for names of customers, which 
search he supplemented by going through all 
records left out from under lock and key. 

In another case, this list dealer had mem- 
bers of his staff obtain employment in cer- 
tain banks for no other purpose than to get 
names, and when they had accomplished 
this, they would resign and move on to new 
fields. 

The depositor whose name is on one of 
these lists is subject to an intermittent at- 
tack from promoters, and it is not surpris- 
ing that a certain percentage are victimized. 
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Land Banks 


(Continued from page 236) 


mainder of the capital being held in re- 
serve by the Federal Treasury. 

The Ioanable funds of these banks are 
provided by the sale of debentures, which 
correspond in a general way to bonds issued 
by the Farm Loan Banks, the debentures 
being based upon notes secured by crop or 
similar collateral and the rate of interest 
charged the farmer borrower allows a spread 
of 1 per cent between the rate at which the 
debentures are sold and the rate charged. 

Under the law 50 per cent of the net 
earnings of the Intermediate Credit Banks 
is paid into the United States Treasury as 
a franchise tax. For the fraction of the year 
the banks functioned in 1923 they paid into 
the Treasury on this account $152,271. In 
1924 they paid $528,313; in 1925 they paid 
$508,590; in 1926 they paid tax to the 
amount of $413,613, the decreased earnings 
being due, among other reasons, to increased 
reserves established by other banks under 
new rules, and by a smaller spread between 
debenture interest rates and the rates charged 
borrowers. The net earnings based upon in- 
vested capital, and ‘not including substantial 
reserves, have amounted to 2.7 per cent in 
1923, 4.7 per cent in 1924, 4.2 per cent in 
1925, and 3.2 per cent in 1926. 

As in the case of the land mortgage banks, 
the full effect of the new system is not meas- 
ured by the actual business done. The fact 
that these banks are ready to extend credit 
along the lines contemplated by law has not 
only resulted in lower interest rates charged 
for similar service by commercial banks, 
but has influenced commercial banks to ex- 
tend credit more freely in view of the readi- 
ness with which such loans can be redis- 
counted. In the first half of 1925 funds 
were loaned cooperative associations at 4% 
per cent; in the second half of 1925 and the 
.first half of 1926 the rate was 5 per cent. 
It was decreased to 4% per cent in the sec- 
ond half of 1926, the rates varying accord- 
ing to the market for the debentures. 


Says Bonds Are Good 


RE the bonds and debentures of all these 
banks sound investments? Assistant 
Secretary Dewey of the Treasury Depart- 
ment thinks they are, beyond doubt. And 
he says the Treasury Department wishes to 
keep them sound. The published statements 
of the several systems are impressive. The 
latest statement of condition, that of June 
30, 1927, shows that the Federal Farm Loan 
Banks on that date had assets, including 
$1,130,647,908 of mortgage loans and other 
items, which totaled $1,211,652,785, the only 
items open to question apparently being that 
of $6,291,249, covering sheriff certificates, 
judgments and the like relating to delin- 
quent loans. The liabilities include farm 
loan bonds outstanding to the amount of 
$1,102,196,980 and other items totaling 
$1,137,190,903; a capital stock account 
amounting to $60,574,983, mostly held by 
National Farm Loan Associations, and re- 
serves totaling $13,886,901. Their total net 
earnings to that date amounted to $34,679,- 
545, from which $14,994,738 had been taken 
to cover charges for real estate acquired 
and written off. The net earnings have been 


in 


Municipal Bonds 


Safety of Principal 
All Maturities 
All Denominations 


Tax Exemption 


to 6.00% 


Write for offerings 
and Bank discounts. 


The Hanchett Bond Cr 


Incorporated 1910 
MUNICIPAL BONDS 
39 South La Salle St., Chicago 
New York Detroit Philadelphia St. Louis 


distributed by paying dividends to the 
amount of $19,614,599; by carrying $1,535,- 
889 to suspense account, $186,301 for bank- 
ing houses charged off, and the rest to re- 
serve. 

The Joint Stock Land Banks have assets 
of net mortgage loans to the value of $607,- 
516,797, and other items tctaling $650,375,- 
134, including as questionable items real 
estate sales contracts, purchase mortgages, 
etc., $1,127,035; sheriff certificates, judg- 
ments and the like, $2,718,309; and securi- 
ties Owned on repurchase agreements, $1,- 
193,000. The liabilities include farm loan 
bonds to the value of $576,531,200 and other 
items totaling $598,349,717, and a net worth 
account of $52,025,417, which includes capi- 
tal stock paid in of $40,720,485, a legal re- 
serve of $4,545,539, the balance being sur- 
plus and undivided profits. 


INDUSTRIAL CREDITS. By Robert 
* Young. Published by Harper & 
Brothers, New York. 555 pages. $5. 


While the title chosen for this book 1s 


Industrial Credits, the principles set forth | 
are, in a large measure, applicable to mer- | 


cantile and wholesale credits as well. Al- 


though seeking to emphasize the practical, | 


the author has not lost sight of the value 
of theory. The work is written primarily 


for the person who wishes to combine his | 
theoretical study with the practical; sec- 
ondly, for the junior credit man who de- | 


sires to have some knowledge of necessary 
requirements and training; thirdly, for the 
salesman who should have a_ working 
knowledge of credit practice. 
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Empire 
Bonds 


Give 
Guaranteed Safety 
and Pay 6% 


Every Empire issue 
iscreated upon thisset 


of fixed standards: 


— Guaranteed by one 
or more strong surety 
companies. 


— Legal for trust funds. 


—Independently trus- 
teed by a large bank 
or trust company. 


— Secured by a closed 
first mortgage on in- 
come-earning real 
estate in leading 
American cities. 


— Yield 6%. 


Make these strict require- 
ments your own invest- 
ment standard. 


Empire Bond & Mortgage Corporation 
National City Building 
42nd Street at Madison Avenue, New York 
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SHORT TERM INVESTMENTS FOR BANKS 


Our short. term obligations have 
been» purchased by more than five 
thousand banks in the, United States. 


GENERAL MOTORS 
ACCEPTANCE CORPORATION 


Executive Office »250 WEST 57% sT. NewYork City 
Capital, Surplus Undivided 


Profits + 


Share the Profits 
of 31 Banks 


Varied banking activities plus 
constant investment and re- 
investment of bank funds, 
enable banks to distribute 
large dividends and valuable 
rights to stockholders while 
substantial equities are accu- 


cent laws have further in- 
creased the 
scope of banks. 


money-making 


Bank Stock Trust Shares [, 


Empire Trust Company, 
New York, Trustee 


Give you an interest in 31 
of the largest and most suc- 
cessful financial institutions 


in this country. 


Circular B.A.-51 on Request 


N 
h mulated for their benefit. Re- 


United States Shares{ 


Corporation 
Fifty Broadway New York 


$50,626,000 


Science’s 
Greatest Contribution 


for 
Beating the Bandit 


A powerful weapon—the result of 
years of chemical research, which is 
recognized today as the safest and 
most effective means for combating 
the bandit— 


It is always ready for use . . . non- 
injurious . . . cannot be successfully 
combated . . . non-explosive . . . ef- 
fective against any number of bandits 

. does not endanger life . . . the 
only tear gas approved and recom- 
mended by the Underwriters’ Lab- 
oratories. 


There is customer confidence in 
the bank that is safe from daylight 
holdup. 

Write for a copy of the booklet, 


“Beating the Bandit,” which fully 
describes Federal Gas. 


Federal Laboratories, Inc. 


| 1631 Liberty Avenue, Pittsburgh, Pa. 


Branches in Principal Cities. 


Thwarting the Swindler 
(Continued from page 240) 


readily identified the sleek looking individ- 
ual as the high powered security salesman 
who had sold them the oil stocks. How the 
detectives guessed that this notorious crook, 


out of the hundreds of security swindlers, 
had mulcted this old couple, I never knew, 
but not long after the Burns office had 
been advised that this was the man, I re- 


ceived a check for the full amount and re. 
stored it to the rejoicing old pai:. The 
story of how the money was recovered was 
told me by Nehf, the man who forced the 
swindler to make restitution. 


Regaining Liberty Bonds 


wo so long ago, a fireman, who | kney 
to be a hard working man and a thrifty 
fellow, came to my desk and told me that 
he had bought some stock that would pay 
him twice the interest he could get on his 
savings account. The stock was preferred 
shares in a finance company, he added 

I immediately sensed that here was an- 
other case where an inexperienced investor 
had taken the plunge—and now wanied to 
learn whether or not he had made a foolish 
move. He explained that the agent, in per- 
suading him to turn over liberty bonds in 
return for the stock, had represented that 
the payment of the interest and _ principal 
was unconditionally guaranteed by one of the 
strongest banks in Indianapolis. The claim 
that this bank guaranteed the stock stamped 
it as a fraud but some credence was lent to 
the agent’s story by the fact that the f- 
nance company actually had an office in this 
bank building and the salesman had enlarged 
on this relation to an unjustifiable extent. 
The fireman told me that he had suggested 
a delay in buying so he might consult his 
banker, but the agent adroitly caused him to 
drop this plan by repeating the ancient yarn 
that the banker naturally would oppose him 
making this profitable investment because he 
would want to sell him some other security 
or induce him to deposit the funds in a sav- 
ings account. 

I knew that the finance company was no 
good (a few months later it failed) and 
promised to do what I could to regain the 
liberty bonds. Deciding direct action prom- 
ised the best results, I put in a long distance 
call and got in communication with the pres- 
ident of the finance company. 
the transaction to him, emphasizing the fact 
that the bonds had been obtained through 
a rank misrepresentation of a bank guaran- 
tee. While he disclaimed any personal. con- 
nection with the deal, I finally advised him 
that, unless these liberty bonds were re- 
ceived in the next morning’s mail, a suit 
would be instituted and the matter placed 
in the hands of the authorities for action. 

The following day the bonds were back 
in the hands of the working man. He 
learned his lesson and ever since has mani- 
fested the utmost confidence in his banker. 


Appointing A Guardian 


N even greater loss to one of our cus- 
tomers was prevented by a more ex- 
treme step. 

One day the young lady in our savings 
department came to me with the informa- 
tion that one of our customers, an old fel- 
low close to seventy years old who recently 
had been acting queerly, wanted to draw 
out his accumulated savings, amounting to 
several thousand dollars, for the purpose of 
making some investments. I had been in- 
formed that his family had talked of having 
a guardian appointed for him because he 
seemed to be utterly incapable of taking care 
of his financial affairs. It was generally 
known that the old man had a nice holding 
of some of the best, gilt-edge bonds. | 


I explained , 


com 
pate 


how 
Way 
is I 
reduc 
guida 
bear 
peopl 

It 


292 

lee 

: sa 

ha 

re 

wl 

an 

ing 

he 

fo 

wl 

ma 

out 

sto 

tor 

ute 

old 

ma 

det 

. lar 

to 

age 

wh 

an 

pre 

tha 

As 

= ~ | mal 

| | 

| 

| | sta 

| an 

\) | the 

: | Un 

| out 

f | mat 

f ing 

f | icat 

dry 
FEDERAL GAS 
f A 

f | T 

f the 

tune 

fl | vest 

sour 

a fa 

only 

The 

| sprir 

ment 

~ 1 mar 

fl the 

id 

ford 

| that 

a 

selve 

on w 


October, 1927 


learned that he had taken these out of the 
safe deposit vault a short while before and 
had given them to a security salesman in 
return for some preferred shares in a 
wholesale grocery that then had been in the 
hands of receivers for three or four months, 
and for some bonds in a small manufactur- 
ing plant that was in a very shaky condition. 

I questioned the old gentleman as to why 
he wanted to make such a heavy withdrawal, 
found he was disinclined to talk much about 
what kind of an investment he proposed to 
make and in a great hurry to get his money 
out of the bank. I learned later that the 
stock salesman was waiting outside in an au- 
tomobile, so that he would not lose a min- 
ute in getting possession of the money. The 
old fellow kept saying that he was “going to 
make a lot of money.” It was clearly evi- 
dent that he was not competent to handle a 
large sum of money and, as I did not want 
to see him lose a fortune at his advanced 
age, I took the responsibility for refusing 
to let him withdraw his funds. In the mean- 
while, steps were taken to have a guardian 
appointed to look after his affairs. This 
prevented him from frittering away more 
than $7,000 for a lot of securities that I am 
sure would have caused him grief and woe. 
A short while afterwards, the security sales- 
man lost his license and was forced to leave 
the community. 

There is hardly a banker in the United 
States, I venture to assert, who cannot cite 
a number of somewhat similar instances. In 
the cases related, a recovery was happily 
made of savings that seemingly were lost. 
Unfortunately these cases are hopelessly 
outnumbered by instances where savings of 
many years have been exchanged for noth- 
ing more than a beautifully engraved certif- 
icate of stock, representing an interest in a 
dry oil-well, a worthless mine or a projected 
company, planning to manufacture some 
patented article. 


Consulting Too Late 


HE lure that gets their money is a big 

return—a higher rate of interest than 
the banks pay or a chance to make a for- 
tune. While the advice: “Before You In- 
vest, Consult Your Banker” is repeatedly 
sounded throughout the land, it seems that 
a far too great number consult their banker 
only after they have parted with their money. 
The desire to get rich quickly is the main- 
spring of virtually all unfortunate invest- 
ments and the security swindlers naturally 
marshall their most effective arguments to 
convince a victim that he should not refer 
the proposed investment to a banker before 
acting. These glib talkers of the Walling- 
ford school seek to convince their victims 


that the bankers want to keep the money so | 


that they can make these investments them- 
selves and thus use the little fellow’s funds 
to enrich themselves. 

_ Estimates that the American people lost 
Irom $500,000,000 to $1,000,000,000 annually 
on worthless securities have appeared. As to 
how accurate these are, I have no definite 
Way of checking. Whatever the total loss 
's lam convinced that it can be materially 
reduced if the bankers’ honest advice and 
guidance can be more actively brought to 
bear in influencing the investments that the 
people make. 

It would be somewhat of a departure from 
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There Is Some Way 


We Can Serve You 


S one of the largest national 
banks in America, the Shaw- 

mut of Boston can render you any 
banking service, however extensive, 
We cordially 
invite you to use this bank, with its 


many departments and more than 


intricate or unusual. 


$200,000,000 of resources. 


Boston, Mass. 


From Every Angle 


the Safe(Guard Check Writer protects 


your check. 


Payee Name 


Amount Line 


Memorandum Figures 


Every check completely protected in one 


operation. 


You can't be careless with a Safe-Guard. 


Protect the Payee Name 


Details gladly given upon request 


Safe -Guard Check Writer Corporation 


NEW YORK CITY 


3 BEEKMAN STREET 


HARRIS TWEED 


DIRECT FROM THE MAKERS 
Hand-Woven, High Class Material, an 
Aristocrat of Tweed for Golf and All 


Sports Wear 
Patterns free on request—stating shades desired 


NEWALL 330 Stornoway, Scotland 
SUIT-LENGTHS CUT TO ORDER 


Send for free 
COIN AUCTION 


Sale Catalogue 
(Sale October 21-22) 


Guttag Bros. 


16-18 Exchange Place 


New York 


THE NATIONAL 
Shawmut Bank 
| 
1 
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“The loan is acceptable, if the 


Send sere: title is insured” 


for |__| Bankers who would make the 


this | i most of the business oppor- 
tunities which the mortgage 
booklet _ phases of the McFadden Law 
: provide are requiring title insur- 
today ance with every realty loan. 
We insure titles anywhere in the 
United States. 


NEW YORK 
TITLE AND MORTGAGE 
COMPANY 


Capital Funds over $42,000,000 
135 Broadway, New York 


TITLE INSURANCE ANYW HERE IN THE UNITED STATES 


EGURITY 


is the NAME 


to REMEMBER 


WHEN A VALUED CUSTOMER is leaving for South- 
ern California, remember that a letter or card of 
introduction to Security Trust & Savings Bank will 
secure for him or her special attention and courtesies, 
for which that patron will be grateful to you. 


SECURITY BANK has 54 offices and branches, cov- 
ering the cities and towns which comprise the Los 
Angeles Metropolitan Area. Wherever your letter may 
be presented, it will bring to the person introduced 
more than ordinary courtesies from a bank with more 


than ordinary facilities. 


Complete Equipment 
for 


Bank Police, Watchmen 


and Messengers 


Riot Shot Guns 
Sub-Machine Guns 
Holsters, Whistles, Etc. 
Write for complete Catalog 
“EB” of Police Goouas and 
Holsters 


BROADWAY. 


the practices of old-line bankers to display a 
sign something like this in a modern sav- 


-ings or commercial bank: 


We pay 4 Per Cent on Savings: BUT 
IF YOU WANT MORE, we will tell 
you how to get it. See Mr. Jones. 


While the spectacle of a bank advising 
its customers that they can get more interest 
on their money than a bank can pay them 
may seem bad business, it is my opinion 
that just such a course will be more profit- 
able in the long run. 

There is a growing intelligence on the 
part of the people as to investments and 
what hire the dollar will earn under differ- 
ent conditions. As soon as a man accumu- 
lates a certain amount of savings in the 


D. R. Crissinger 


Resigns as Governor of Federal Reserve 
Board 


bank he starts to think about an investment. 
At such times, I think that the banker 
should be prepared. to recommend how the 
funds can be invested in a direction that 
will pay more than the savings rate of in- 
terest. If the banker is not prepared to give 
this investment service, someone else will. 

If the banker will take the initiative in this 
matter, it will be possible for him to in- 
fluence investments that will tend to build up 
the community in which he lives. For in- 
stance, the man who is looking for an in- 
vestment that will pay 6 or 6% per cent 
would be interested in participating certifi- 
cates, which the bank may issue against 
first mortgages it holds on real estate. While 
these certificates run for five years, the in- 
vestor may borrow up to 95 per cent of their 
value from the bank in case he is pressed 
for funds. In our section of Indiana, the 
cities and other political subdivisions issue 
Special Improvement Bonds, which pay from 
5 to 51% per cent interest. These are attrac- 
tive for short term investments and we rec- 
ommend them. By creating a broad market 
for them, the communities will be in a po- 
sition to undertake civic improvements with- 
out paying a forbidding amount for the bor- 
rowed money. 

Within the past ten years, there has been 
a great change in bank participation in the 
sales of bonds. A decade ago, the banks 
that operated bond departments and partici- 
pated in syndicate underwritings were found 
only in large cities. Today many of the 
banks in the small communities have ¢s- 
tablished bond departments and are thus 1 
a position to furnish their depositors with 
desirable and safe investments for the accu- 
mulated funds. There are certain originat- 
ing houses that have a reputation of putting 
out nothing except high grade bonds and 
banks should form a connection with only 
investment houses of this character. It 1s 
not practicable for the smaller bank to keep 
up with all of the bonds that are issued sO 
its best reliance that a bond is safe and sound 
is to have dealings with investment houses 
that make a careful investigation before they 
sponsor any issue, 
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THE CENTER 
OF THE UNIVERSE 


“It is a solemn fact to reflect upon,” wrote 
Dickens years ago, “that every individual is 
the center of the Universe.” 


How true that statement is with reference 
to the banker. 


You are not cloistered in your bank as 
many folks imagine you to be. 


Why, there is one banker out in the West 
who, besides running his bank, publishes a 
newspaper, manufactures refrigerators and 
manufactures incubators. He is not a rare 
bird either for investigations we have made 
show the banker as a director or a directing 
head of 50,000 major businesses in the 
country. 


More and more advertisers are coming 
to realize the tremendous influence of the 
banker and that is why more and more pages 
of the Journal place before you stories that 
you ought to read and know because you are 
a banker. 


AMERICAN BANKERS 


Association 


JOURNAL 


This is Number One of a series setting forth the 

r value of the Journal as an advertising medium. 
oun 
puses 


they 


When writing to advertisers please mention thé American Bankers Association Journal 
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WHAT DO YOU THINK? 


ats Being a more or less personal talk between the Evrtor and the READER «2, 


What Do You Think? 


K. PAYNE, president of the Cayuga 

e@ County National Bank of Auburn, 

N. Y., directs attention to a danger spot in 

the application of the charge for returned 
checks. 


Returned checks are few and far between 
in his bank. If, he says, the public gets 
the notion that a small payment to the bank 
for the trouble occasioned by the returned 
check satisfies the bank then there is danger 
of developing a group of offenders who will 
cheerfully accept the penalty as a cheap 
way out of temporary embarrassment. 

Following this line of thought therefore 
it is best not to give wholesale publicity to 
the imposition of the returned check fee. 
Let the people who now are scrupulously 
careful about their accounts alone. Give 
the information relative to the returned 
check charge to those to whom it belongs. 


What Do You Think? 


Brokers’ Loans 
A BANKER in a small city is puzzled 


over the subject of brokers’ loans and 
he writes us: 


“The recent bank statements show banks in 
sections distant from New York as_ having 
large amounts in broker’s loans. This has 
been a surprise to me, especially since some 
of these banks are located in sections where 
there is a strong demand for money locally. 
A New York banker remarked to a visitor a 
few days ago that on the previous day they had 
loaned $34,000,000 of new money on the street. 
When asked where it came from he advised 
‘from the little banks all over the country.’ 

“One statement before me shows a bank in 
a section where there is said to be a little 
scarcity of funds, as having broker's loans of 
one-fourth the amount of their total deposits 
and an additional amount of 13 per cent of 
their deposits in U. S. bonds and salable se- 
curities, and advertising over three-fourths 
ratio of quick assets to deposits. Is this due 
to a lack of confidence these banks have in 
conditions in their sections, or is this practice 
required by sound banking and due to the 
policies of the Federal Reserve Banking System? 
- “The policy of our little bank has always 
been to place our loans where they will best 
serve the interests affecting our depositors, 
regarding always of course, safety and a degree 
of liquidness. These broker's loans on a coun- 
try bank's statement have puzzled me a bit 
and I will appreciate greatly your giving me 
your view of it.” 


There are two main reasons for the flow 
of money into New York and into the loans 
in question, as is explained in the following 
answer to our correspondent: 

“There are two reasons why small banks 
are sending such a volume of money into 


New York to be loaned on the Stock Ex- 


change at call: (1) The reasonably high 
return they can get on their money and 
(2) the ease with which they can recall 
it. The funds sent on to New York repre- 
sent what the average bank regards as funds 
temporarily idle—money that may not be 
needed just now at home but which will 
be required, for instance, when the crops 
start to move. 

“Small banks are beginning to realize 
more keenly than ever before that their 
loans must be more liquid. In some sections 
of the country, confidence in the banks 
has been affected by the large number of 
bank failures and in view of the fact that 
such a large percentage of a bank’s deposits 
are subject to withdrawal on demand, it is 
prudent for bankers in these communities 
to keep more liquid than ordinarily. I do 
not see where the policies of the Federal 
Reserve System would cause banks to keep 
such a high ratio of quick assets to deposits. 
The Reserve System, on the other hand, 
gives greater assurance to the banker and 
makes it less necessary for him to depend 
solely on his own resources. 

“Those who have made a careful study of 
bank failures emphasize the fact that much 
trouble has been due to the country banks 
getting too heavily interested in the local 
situation. When a depression came locally, 
so much of a bank’s funds was tied up in 
local loans which could not be readily liqui- 
dated that in many instances the bank had 
to close its doors. Perhaps this throws some 
light on a bank in a section where there may 
be a scarcity of funds having such a large 
part of its deposits in call loans, and a highly 
liquid secondary reserve. The bank wanted 
diversification—but in the case mentioned it 
appears to have gone to an extreme. You 
doubtless will be interested in two articles 
that have appeared in the Journal, ‘Main 
Street Finances Wall Street’? (December 
1925), and ‘The Safety and Service of the 
Call Loan’ (July, 1926).” 


What Do You Think? 


‘“‘How Can Business 


Stand This ?’’ 


66 HE banks draw interest on four or 

five times all the money that there 
is,’ observes a town “thinker.” ‘“‘How can 
business stand this?” 


That statement—especially if used with 
a conglomeration of figures that are proof 
of nothing but confusion—might in days 
gone by have been sufficient to start a new 
political party and send it bellowing across 
the country like a drove of stampeded 
steers. 
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There is something so savory about j 
wildness that every ne’er do well in the 
is likely to give a sympathetic ear and be: 
blind to the line on bank windows, “Inter: 
est Paid on Deposits.” g 

Such statements spring from a lack of 
understanding of the nature of mo 
credit, capital and wealth. Some philo 
phers like interest when it is coming to th 
—as, for instance, through the operatic 
of a life insurance company—but hate 
terest when necessity compels them to pay it, 

The man who wrote— : 


“I'm a little prairie flower, 
Growing wild, 
Wilder every hour. 
Gad I'm wild!" 


wasn’t necessarily a poet; he may have been 
driven to it! 


What Do You Think? 


Send It to the Customers 


HAT to send to the bank’s customers — 
is always a question in some institu. _ 
tions. Here is a quotation from a news _ 
paper article by W. R. Morehouse, vice 
president of the Security Trust & Savings ~ 
Bank, Los Angeles, going the rounds of the © 


press, that might appeal to some officers 
appropriate: 


If your name is on the sucker list and you” 
are receiving “‘wild-cat"’ literature, be on your 
guard, for not only one but a whole tribe of | 
“wild-cat" promoters are hot on your traih 
If you are skeptical as to the extent to whic 
they will go in order to sell you an inter 

their fake schemes the following should 
prove illuminating, as it itemizes the literature” 
and stationery sent to each name on a cer © 
tain sucker list of investors. This literature — 
was mailed in 91 different mailings. Each © 
person received: 


envelopes 
one-page letters 
two-page letters 
three-page letters 
four-page letters 
fake newspapers 
write-ups 

pieces of highly 
material 

return addressed postal cards 
subscription blanks 


making a total of 363 pieces of literature 
weighing eleven pounds and costing approxi- 
mately, $50. In addition to this there were ~ 
numerous telephone calls and personal inter- 
views. 
Any person receiving a flood of literature ~ 
calling attention to certain investment chances © 
has a good reason for watching his step lest © 
he weaken and invest and finally lose his 7 
savings. 


containing 


fake 


lurid prospectus 


It is the victim who pays for all this ~ 
printing and postage and the more of it” 
he reads the more likely he is to pay heavily | 
for his reading matter. E 
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